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This Month 


FULL PRODUCTION: THE ONLY SOLUTION TO OUR 
ECONOMIC PROBLEMS 


By Frep C. CRAWFORD 


BUSINESS ASPECTS OF CARRY-OVERS AND CARRY-BACKS 
By A. J. FOURNIER 


THE CONTROLLER COMES OF AGE 


By LYMAN L. DYER 


WAGE INCENTIVE PLANS IN THE RECONVERSION PERIOD 
By G. Z. WOLLAM 


BUDGETARY AND FINANCIAL PLANNING AS RELATED 
TO THE CONTROLLER’S OFFICE 
By RALPH W. RAGER 


THE CONTROLLER’S PLACE IN PROGRAMMED 
MANAGEMENT 


By DONALD E. ACKERMAN 














Dear Boss: 


fveryone knows who | am, now! 


I’m the lucky girl Who Got The New 
Royal Typewriter! And if the other gals 
turn the new spring shades of green— 
you can’t blame ’em! 

All through the war we’ve had our 
hearts set on beautiful new Royals in- 
stead of these worn-out machines we’ve 
had to tangle with for so long. 

But one thing, Boss—from the looks 
I’ve been getting lately, you’d better give 
the others the same break you’ve given 
me. After all—we all aim to please, and 
a Royal gives a gal a real chance to do 
faster and better work, almost auto- 
matically. 

In fact, we can’t help but please you 
with all of Royal’s swell modern con- 
veniences in there pitching! 

Here—just have a look at them— 





“Magic” Margin saves so much time! You 
just slide the carriage to where you want it 
—flick your finger—and the margin is set! 
No more battling stubborn margin stops. 





There’s a special feel about a Royal! It’s 
partly because of ‘Touch Control’’—the 
wonder-working dial that adjusts tension of 
keys to your own personal touch. And it’s 
partly because Royal construction brings 
smoothness and ease of typing. 








No wonder you get better work—with 
Royal’s Automatic Paper Lock to help. 
Rollers strike the paper below their final 
resting place, then roll upward, smoothing 
paper, holding it firmly against the cylinder. 
Result: better impressions, finer copies, and 
quieter operation! (Of course, Royal is al- 
ready famous for its clear stencils.) 


ROYAL A Mer Gpoewni 








%, 


So all of this adds up to one wonderful typewriter! A 


survey proves that girls who type prefer Royals 2 to 1! 
Bosses like Royal because it’s the sturiliest typewriter 
engineering science has produced! Saves maintenar.ce 
money—boosts efficiency! Better call that Royal rep- 
resentative, Boss! 


“Magic” and “Touch Control” are registered 
trade-marks of Royal Typewriter Company, Inc. 
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Ditto’s One-Writing Order-Invoice System saves 
saab the National Battery Company $10,800 a year! 
“siti pays Twelve typists are made available for other jobs! i oe 

The same company uses Ditto to control produc- 
tion in ten plants. 

Investigate Ditto’s One-Writing Order-Billing, 
Production Order, Payroll and Purchase-Receiving 
Systems. They’re considered standard practice by 
today’s progressive business men. Write for case 
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Coaching Course which 
has produced outstanding 
results. The enrollment fee 
is $50.00. For full partic- 


ulars address a letter to: 


eeeeeeeeeeeeeeeeeeeeesneeee 





INTERNATIONAL ACCOUNTANTS SOCIETY, ime. 


Ver A Correspondence School Since 1903 
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Introducing This Month’s Authors 








After obtaining his B.S. degree in chemical 
engineering and his M.S. in metallurgy from 
the University of Pittsburgh, Donald E. Acker- 
man (‘“The Con- 
troller’s Place in 
Programmed Man- 
agement,”’ page 
402) spent the 
first year, follow- 
ing graduation 
from Pittsburgh, as 
research fellow 
with the Mellon 
Institute. The next 
twelve years were 
concerned with re- 
sponsibilities in 
connection with 
product develop- 
ment, manufact- 
uring, and sales 
promotion with International Nickel Com- 
pany, followed by two years as executive as- 
sistant in charge of methods and standard- 
ization with the American Brake Shoe and 
Foundry Company. During those years Mr. 
Ackerman likewise found time to acquire a 
Doctor of Science degree in mechanical en- 
gineering and physics from the Massachu- 
setts Institute of Technology. He joined his 
present firm, McKinsey and Company, as 
management consultant in 1941, serving in 
the New York office until 1944, when he 
transferred to the firm’s Pacific Coast office 
in San Francisco. 


Moulin 


MR. ACKERMAN 


Fred C. Crawford (‘Full Production: The 
Only Solution To Our Economic Problems,” 
page 380) whose article opens this month’s 
editorial section 
is a graduate of >» 
Harvard Univer- 
sity, where he was 
elected to Phi 
Beta Kappa. For 
the past thirty 
years he has been 
connected with 
Thompson Prod- 
ucts, Inc., with 
the exception of 
a period of serv- 
ice during World 
War I in the 


_ Holmes 





United States 
Navy Aviation . we 
Corps. 


Manager of the Detroit plant from 1922 
until 1929, he was then promoted to the 
first vice-presidency of the company. In 1933 
he became president of Thompson Products 
and its subsidiaries. Director of four other 
companies, Mr. Crawford is also a trustee 
of the Mutual Life Insurance Company of 
New York and of the Society for Savings in 
Cleveland. During the recent war he was a 
member of the President’s War Advisory 
Council and a management ‘member of vari- 
ous groups in WMC and WPB. 

Mr. Crawford, who is now a director of 
the National Industrial Conference Board 
and president of Automotive and Aviation 
‘Parts Manufacturers, is a’ past president of 
the National Association of Manufacturers 
and a member of that group’s executive com- 
mittee. 

In connection with his company’s activi- 
ties, he has set up in Cleveland an interest- 
ing auto museum, which, through the vari- 
ous automobile models, traces the evolution 
of the modern motor car from its earliest 
horseless carriage days half a century ago. 





During 1945, Lyman L. Dyer (“The Con- 
troller Comes of Age,” page 386) observed 
his silver anniversary with Lone Star Gas 
Company, of 
which he is now 
controller and 
with which he be- 
gan in 1919, as 
stores accountant. 
Prior to joining 
the firm, he had 
served as a stores 
accountant and a 
stores system in- 
stallation account- 
ant for several 
railroads for 
about ten years. 
During World 
War I, he was 
chief clerk to the 
vice president in charge of stores of the Chester 
Shipbuilding Company. In 1920, Mr. Dyer was 
appointed auditor of disbursements for his 
present company and served in that capacity 
until 1926, when he was made chief accountant 
for Lone Star Gas Corporation, which was or- 
ganized that year, and its subsidiary companies. 
In 1935 he was appointed controller and served 
in that capacity until January 1, 1943, when 
he was elected controller of Lone Star Gas 
Company (successor to Lone Star Gas Corpora- 
tion in reorganization) and its subsidiaries. 

In addition to his business activities in 
Dallas, he has been a member for a number of 
years of the General Accounting Committee of 
the American Gas Association, serving as chair- 
man of the Section in 1942. At present he is a 
member of the General Accounting Committee 
of the Natural Gas Section of AGA and a 
member of the Accounting Committee of South- 
ern Gas Association. From March, 1944, until 
June, 1945, Mr. Dyer served as president of 
The Institute’s Dallas Control, of which he was 
a charter member, and he is now chairman of 
the Control’s Committee on Education and a 
member of The Institute’s National Committee 
in that field. 





MR. DYER 


At present manager of the tax department of 
Peat, Marwick and Mitchell Company, Newark, 
New Jersey, A. J. Fournier (‘Business Aspects 
of Carry-Overs and 
Carry-Backs,” page 
382) has managed 
to divide twenty 
years of experience 
in business equally 
between private in- 
dustry and public 
accounting. He has 
spent the equiva- 
lent of one decade 
as controller and 
in other responsi- 
ble accounting ac- 
tivities with such 
companies as The 
Heald Machine 
Company, Worces- 
ter, Massachusetts; Firestone Tire and Rubber 
Company, Akron, Ohio; and Lever Brothers 
Company, Cambridge, Massachusetts. A previ- 
ous period of service in public accounting in- 
cluded his connection with the firm of Patter- 
son, Teele and Dennis, Boston, Massachusetts. 

A native of Canada, Mr. Fournier is now a 
resident of New Jersey where he indulges his 
summer-time hobby of flower-raising and activ- 
ity with his three children, all of whom, in- 
cluding Peter, aged three, afe bi-lingual in 
French and English. 

Since 1943 a member of The Controllers In- 





MR. FOURNIER 


stitute of America, Mr. Fournier is likewise ace 


tive in the American Institue of Accountants r 


National Association of Cost Accountants, and 


the American Bar Association—Tax Section ‘ 


In. December, 1944 Mr. Fournier contributed 
to our pages an article on a mechanized, many. 
purpose payroll plan that works. 


For the past ten years, Ralph W, Rager 
(“Budgetary and Financial Planning as Related 
to the Controller's Office,” page 395) has been 


connected with Oil 
Well Supply Com- 
pany, Dallas, Texas, 
a subsidiary of the 
United States Steel 
Corporation, which 
manufactures and 
distributes oil field 
equipment. At 
present he holds 
the position of 
comptroller in the 
company, having 
been named to that 
post in October, 
1944, following 
service as assistant 
comptroller from 


1941. In the latter position he had been in 
charge of general accounting in Dallas, and 
later in charge of eastern plant accounting in 
Oil City, Pennsylvania. 

A graduate of Southern Methodist University 
in 1929, from which he received a Bachelor 
of Science degree in general business, Mr. Rager 
was connected for a time with the Westem 
Union Telegraph Company and later with the 
Southwestern Life Insurance Company. He te- 
ceived his Certified Public Accountant's cer- 
tificate from the state of Texas in 1935 and has 
been active in the Texas Society of Certified 
Public Accountants, as well as the Dallas 
Chapter of the National Association of Cost 





MR. RAGER 


Accountants, and the Dallas Control of The Ir’ 


Controllers Institute. 


Since 1923, when he graduated as an elec- pay 
trical engineer from the University of Cali- ion 


fornia with a B.S. degree, Mr. G. Z. Wollam 


(Wage Incentive 
Plans in the Recon- 
version Period,” 
Page 389) has 
been connected 
with Westinghouse 
Electric Corpora- 
tion, working in 
various depart- 
ments, including 
industrial relations, 
quality control and 
accounting. Mr. 
Wollam aided on 
the installation of 
the standard cost 
system in the West- 
inghouse Com- 


pany. He has held positions of assistant direc- 
tor of the budget division, assistant manager of 
the radio division, works manager of the Sun- 
bury plant, assistant director of the headquarters 
manufacturing engineering department, and di- 
rector of the wage incentives department. 
Active in the Society for the Advancement of 





Trinity Court 


MR. WOLLAM 


Mr. 


Management for the past seven years, i 
Wollam was president of the Baltimore Chap- 
ter and a national director, representing the for 
Baltimore Chapter of that organization. ; 
To balance his business responsibilities, Mr. tor 


Wollam finds pleasure in trout fishing and in 
hunting deer, bear, and wild turkeys. He 1s 
also active in Boy Scout work, organic garden- 
ing, wood-carving, gun-smithing, the reading 
of technical and industrial publications and 
books and studying natural history. 





—PAuUL HAASE 
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Saved *745§,000 


It’s a few hours before a renegotiation hearing. would have received had the partnership been a 
The representative of the company is organizing corporation. He is basing his case on generalized 
an ele — papers he will use in his final argument. The data, the only figures available at the time. Then 


i issue is the reasonable compensation partners here is what happens, in his own words: 


ity Court 


ba “Immediately prior to our final hearing, your overnight report came 
through with a case exactly in point with ours, in which the Renego- 
tiation Board had allowed compensation of 1.88%, or within 2/100 
of 1% of what we had claimed. 


“By being able to support our generalized data with a specific ref- 
erence, we were able to make a cogent argument, resulting in the 
reduction of the amount claimed by the government of $145,000. I 
NEED HARDLY TELL YOU THAT THIS ALONE WOULD HAVE 





m WARRANTED THE SUBSCRIPTION PRICE TO YOUR SERVICE 99 

die FOR A PERIOD OF MANY DECADES.”* 

reg be (* Just one of many letters in BNA files on the value of its overnight reports.) 

quarters 

and di- ‘ 

est of KNOWING IN TIME MEANS PROFITS FOR THE COMPANY—ADVANTAGES FOR YOU 

rs, Mr. 

e Oe And there is only one source for overnight in- Revenue Code, interpretations of the courts, 
~ j formation on such matters as Section 722, Sec- tax thinking and planning in Congress, and all 
cs, Me tion 102, and Section 23(a) of the Internal Federal rulings, regulations affecting business. 
an 

pa For further details write to Dept. H 

reading 





ns and THE BUREAU OF NATIONAL eee aiIRs 
[AASE 1241 24th Street N. W. Washington 7, D. C. 
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L.dttortal Comment 


Excess Profits Tax Council C oming Alon g 


ROGRESS which may be characterized as satisfac- 
Fie is being made toward creation of the Section 
722 Panel by the Bureau of Internal Revenue. A chair- 
man and several members of the Panel have been 
named, and the title of the Panel has been changed to 
Excess Profits Tax Council. Administrative and pro- 
cedural plans are being developed, for early considera- 
tion of the Council. 

This new body, when appointments to it have been 
completed, will be the agency within the Bureau of 
Internal Revenue to administer claims filed by corpora- 
tions for reduction of their excess profits taxes under 
Section 722 of the Internal Revenue Code. Fifteen 
individuals will constitute the Council. 

Charles D. Hamel has been designated chairman by 
Commissioner of Internal Revenue Joseph D. Nunan, 
Jr. Mr. Hamel is a Washington attorney who formerly 
served as chairman of the United States Board of Tax 
Appeals. He should bring to this new Council a keen 
appreciation of the type of problems to be encountered. 
Other appointments to the Council whose names are 
available at this writing are Mr. Charles P. Smith, re- 
cently retired from the Tax Court, and Mr. Morton P. 
Fisher, Baltimore attorney and former chief of the 
Public Finance Branch of the Office of Military Gov- 
ernment in Germany. 

The additional individuals to be selected for ap- 
pointment to the Council are, it is announced, to be 
men of outstanding experience in law, accounting and 
economics. 

The first announcement made by Commissioner 
Nunan indicated that there are approximately 600 
cases pending in the Tax Court. One of the plans of 
the Council contemplates reexamination of these cases 
and attempts to settle them without court trial. 

Among other facilities, the Council is expected to 
have a Conference Group to attempt settlement of dis- 
puted cases, and also a Review Group to examine cases 
in which taxpayers and field agents of the Bureau have 
reached agreements. 

Field offices of the Bureau will continue to handle 
Section 722 cases as in the past in an effort to reach 


agreements with taxpayers in as many instances as pos- 
sible. Each field office has organized a Committee on 
Section 722 claims and each corporation having sucha 
claim pending in a field office is requested to expedite 
its case by informing the Committee fully of all rele- 
vant facts regarding the case. 

As soon as the Council begins operations, there will 
be transferred to its jurisdiction all Section 722 cases 
now being handled by the Audit Review Division of 
the Income Tax Unit in Washington. 

There apparently is a real effort here to clarify the 
intent of Congress in enacting Section 722, and to 
bring about an equitable settlement of these cases. 


Com pany-Supervised Accountin g Training 


Papakea of company-supervised training programs 
in accounting is being made by the Bureau of 
Business Research of the University of Texas, under 
the supervision of Robert W. French, Director of the 
Bureau. The University is interested in knowing how 
many companies are conducting or contemplating such 
training courses. 

The Committee on Education of The Controllers In- 
stitue of America made such a survey before the wat, 
and found that several of the large companies were 
conducting courses. The results were published in this 
magazine. With more men and women desiring such 
training, and with the universities so crowded that they 
are turning away prospective students, it would seem 
that the time is ripe for the setting up of such com- 
pany-conducted courses, including in-service training 
and company-conducted classes, and a combination of 
these two activities. 

It was discovered by The Controllers Institute of 
America in its earlier survey that the trainees in many 
instances were required to rotate in accounting depatt 
ments and operating departments. The results of the 
Texas inquiry will be awaited with interest. 


Return of Employment Services to the States 


“HE fight is on again, or still, in Congress over the 
return of the State Employment Services to the 
states, on the same basic Federal-State relationships 
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which existed at the time they were loaned to the states 
on January 1, 1942. The bill to accomplish that is H. R. 
6739. Those who favor the return of these services to 
the states are fearful that a price will be put on that 
return in the form of increased federal controls. That 
is the way the picture presents itself at this writing, late 
in June. Controllers who are in touch with the situa- 
tion seem to favor the unconditional return of the 
services to the states at an early date. 


Wage Incentive Plans Worth Trial 


OME 500 variations of wage incentive plans are in 
§ use in the United States, Mr. G. Z. Wollam pointed 
out in an address in Detroit recently to the Midwestern 
Conference of Controllers. It is not to be wondered at 
that the experiences of many companies with incentive 
plans have been disappointing. The labor climate has 
not been helpful, but the advice given by Mr. Wollam 
in his address, which appears in full in this issue of 
“The Controller,” should help many companies to re- 
vise their plans and make them workable, so that 
higher employee earnings may result, along with more 
production, lower labor turn-over, and consequent 
good employee relations. Anything that will bring 
about increased production is surely worth a trial these 
days, and Mr. Wollam tells how it may be done. 


Mile Post on Road Back 


(Fe of the tasks which has been requiring a great 
deal of attention from controllers in recent 
months is the changing of accounting and cost records 
and procedures from a war to a peacetime basis. It has 
been no easy task, in many instances, but will pay big 
dividends as it represents a return to accepted conserva- 
tive standards and principles. It is just one more mile 
post on the road back to peace. 


Study Now, 1946 Potential Tax Position 


ss may be making substantial profits in 
1946 and still have no Federal taxes to pay, Mr. 
A. J. Fournier points out in an article in this issue of 
“The Controller,” on the business aspects of carry- 
overs and carry-backs. He quotes figures to prove it. 
This is real meat, all the more enjoyable in these days 
of meat shortages. 

It is a sound contribution to the solution of man. 
agetial, as well as tax, problems. 


To Restore Values, or N ot, in Books of Account? 


N illuminating article entitled “Accounting Dis- 
4+ posal of War Facilities” appears in the June, 1946, 
issue of “The Accountant and Auditor,” the official 
journal of the New York Society of Accountants. It is 
by Harold Dudley Greeley, attorney at law, who ad- 
dresses the Society each year on a subject of current 
interest. He points out that The Controllers Institute 
of America, and other organizations, have been con- 
ducting Surveys to elicit information concerning the 
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practice followed by many of the leading corporations, 
and says: 


“Many of them do not restore any values for completely 
amortized assets but use only the amortization deductible for 
income tax purposes. This simplifies the preparation of tax 
returns, avoiding disputes with the Bureau of Internal Rev- 
enue, and forestalls misunderstanding of published reports. 
But it entails future understatements of assets and understate- 
ments of real costs. Also it involves a certain risk in connec- 
tion with fire insurance. Policy losses are paid on the basis 
of reconstruction new less sustained depreciation and if nor- 
mal depreciation is not shown on the books it may be difh- 
cult to establish. 

“Other corporations restore asset values and employ vari- 
ous bookkeeping procedures with various uses of reserves. 
Some but not all of them use footnotes on their financial 
statements to explain the adjustments or the lack of them. 
One corporation states the appraised value of assets on the 
accounts kept in each division, charging off normal deprecia- 
tion in the division’s books of account. But in the general 
accounts kept at the home office, entries are made to offset 
these adjustments and thus to arrive at taxable net income. 
This method keeps the manufacturing and sales departments 
of each division fully aware of normal costs. 

“It is problematical whether this practice will be con- 
tinued when competitors who have not restored asset values 
begin to sell at prices which will force the corporation in 
question to sell regularly at a book loss., Selling prices are 
fixed by competition and not by a formula including cost as 
an element, and the corporation may not care to continue 
trying to recover currently a cost which had already been re- 
covered, even if the O.P.A. would consent to the increased 
price. 

“One reason for restoring asset values is the new demand 
by labor unions that ability to pay be one of the principal 
tests in fixing wages. If no depreciation on assets amortized 
but continued in use is charged on the books, the cost of 
product will be reduced, and it is easy to foresee the cries of 
fraud that the labor unions will raise if any attempt is made 
to increase costs shown by the books. If the restored assets 
are concentrated in one department, the costs in it will be 
appreciably understated if nondeductible depreciation is not 
charged, but if they are scattered among many departments, 
offsetting factors may make the total effect on cost negligi- 
ble.” 


This is a concise statement of the problems involved 
which will be helpful to many controllers. 


Not Yet Out of Emergency Era 


y hes slow and rather storm-tossed trip back to stable 
economic conditions has posed many special prob- 
lems for managements of businesses, most of which 
find their way at one time or another to the desks of the 
controllers. Conditions and policies change so rapidly 
that it is difficult to keep abreast of them, and to evalu- 
ate them and record their probable effects on the com- 
panies. An appraisal of the principal problems pre- 
sented in this era of uncertainties and quick changes 
will be made when members of The Controllers Insti- 
tute of America get together for their Annual Meeting, 
beginning September 15, in New York City. This will 
also be the fifteenth anniversary of the formation of 
The Institute, and the first full-scale meeting since 1944. 
—A. R. T. 








Full Production: The Only Solution 
To Our Economic Problems 


When the war ended, it left a world 
of wreckage, hunger, suffering and short- 
ages. All the people of the world, ex- 
cept in the Americas, are hungry today. 
All over the world homes have been de- 
stroyed, factories broken up, transporta- 
tion wrecked; years of hard work and 
tremendous production will be required 
to bring back a meager standard of liv- 
ing in these countries. 

At home the need is just as great. Dur- 
ing the war our stores of raw material 
were exhausted, plants badly depreciated, 
homes and farms are run down, billions 
of dollars of our industrial effort went 
into the weapons of war now rusting on 
the beaches of the world. All of this 
weakh is permanently lost. Huge bank 
deposits, the result of years of deficit 
spending create the great threat of spiral- 
ing inflation. Shelves are stripped of con- 
sumer goods; surely tremendous produc- 
tion is needed to rebuild our war-torn 
economy. Production alone can make up 
the shortages, control inflation, serve our 
great debt, and give us the economic 
strength to aid other nations. 

We knew all this. We had planned 
postwar production for a year before V-J 
Day. We had the “know-how” and the 
means and the manpower. We _ had 
learned our war production lesson well. 

Let’s look at the post-war record. It is 
months since V-J Day. What a record! 
No shirts, drawers, autos, lawn mowers, 
butter, or houses. Meat, lumber and many 
other necessities in a disgraceful black 
market! Strikes and political fights and 
red ink! Production six months behind 
schedule and shelves bare! All we seem to 
have accomplished has been to increase 
the cost of living. 

Americans can be ashamed of this rec- 
ord. Unfortunately, people are so pulled 
and pushed by pressure groups, economic 
cure-alls, and bureaucratic ballyhoo that 
they don’t have a chance to think of pro- 
duction, to say nothing of understanding 
what is hamstringing it. 

I call on all Americans to find the 
answer to the question of what is hold- 
ing production back: to ferret out news 
stories of production sabotage that can 
be spread across our front pages, driving 
home the facts until angry Americans 
rise in their might and again free the 
latent forces of American Industry. 

You fear that these stories won’t be 
news. Whether they are or not, they must 
be told. In no other way can Americans 


By Fred C. Crawford 


grasp the truth about our wrecked pro- 
duction. However, I can assure you that 
you will be amazed by the stories if you 
dig them out. We managers live them— 
stories of production interference, of bu- 
reaucratic stupidities, bad leadership, 
plain dumbness and real persecution— 
stories that are as thrilling as murder 
trials and Reno scandals. 
Shakespeare wrote: 


“All the world’s a stage, 
And all the men and women merely 
players.” 


Today, life has become more complex. 
Shakespeare’s stage is now a whole circus 
—side shows, confusion and all. 


THE Bic SHOow 


Come along with us to the circus and 
see if we can discover answers to our 
question. 

We're off! There you see the tents in 
the distance. That big tent is for the 
main show. The entrance is over there, 
and in between is a long street of side 
shows. During the war, our armed forces 
ran the main show. What a performance 
they gave’ us! Then on V-J Day the big 
tent was cleared and in moved—Ameri- 
can Industry for the great job of postwar 
production—our great American produc- 
tive system, unique in the world—over a 
hundred years old, with—ingenuity—in- 
ventiveness—labor-saving acts never be- 
fore dreamed of —wages and living stand- 
ards unequalled! 

Here we are, inside the entrance— 
crowds, steam-calliopes, noise, confusion. 
No, this is not the Main Show. This is 
the street of Side Shows, filled with bark- 
ers, medicine men, freaks, card sharks, 
snake charmers, crap shooters, all ready 
to sell the suckers—and how the crowd 


loves to be fooled. Unfortunately, there 
is no other way to get to the main tent, 

Here is a show that is quiet. But they 
have had a big crowd. Look. There are 
Ickes and Pauley. Both knocked out. And 
each one has a horseshoe hidden in his 
glove. They must have had them, as the 
old boxer once said, “Just for good luck.” 

And here’s one we sure want to visit, 
the “Genuine Opium Den.” Look at all 
the Security boys dressed up like China. 
men, playing soft music to the crowd. 

“Down with opportunity, up with se- 
curity—from the cradle to the grave.” 

“Freedom from work, freedom from 
worry, freedom from old age, freedom 
from everything. Freedom from freedom. 
Put your vote in the box, come in and 
buy a pipe and smoke your worries away. 
Let the taxpayer support you.” 

It does look pretty attractive. Look at 
the crowd flocking in! Crowds that ought 
to be at work in the Big Tent. They know 
it’s a phoney but they want to give ita 
try. 

Look over across the way. There is a 
real old-fashioned medicine show, snake 
oil and all. Why, those are the Full Em- 
ployment boys, handing out bottles 
marked ‘‘Full Employment Bill.” “Cures 
all economic ills. The Government owes 
you a living. Why work? Everything 
planned for you once a year. Jobs made 
to order.” 

“Drop your vote in the box and the 
bottle is yours.” 

Look at that side show. It is a boxing 
match. Walter Reuther and R. J. Thomas 
slug it out for the U.A.W. belt. Hear the 
crowd yell! Exciting? I am told 175,000 
GM workers quit their jobs in the Big 
Tent to watch the scrap and just about 
closed up all automobile production in the 
Big Show. 

There is a sword-swallower and fire 





we all desire. 








STEP RIGHT UP, FOLKS! 


For too long have our minds and our energies been diverted by the circus 
antics of irresponsible leaders. Our best—and only—hope to achieve the post- 
war prosperity we have envisioned is full work to achieve full production and 
the resulting benefits both to our economy and to world reconstruction. Mr. 
Crawford, who presented these observations before the Midwestern Conference 
of Controllers; in Detroit, speaks from the vantage point of a corporation pres- 
ident who has both a deep sympathy for individual betterment and a full appre- 
ciation that individual responsibility is the only way for us to achieve the goals 


—THE EDITOR 
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eater —John Lewis spits fire. Same old 
show every year, with minor variations. 
“How to quit without striking. Beat Mur- 
ray Of Bust.” : 

Look at the crowd around this one, one 
of the biggest in the street, with a whop- 
ing sign which reads, “Crystal gazer. 
Soothsayer. Fortune-teller. Yogi. Also 
Secretary of Commerce in spare time. Sees 
all, knows all.” Boy, has he a following! 
Hear the Barker yell. Drop your vote in 
the box and see the great side show “‘Alice 
in Wallace Land! Prophecies on all sub- 
jects.” They tell me he prophecied eight 
million unemployed by April, 1946. But 
the last prophecy took the prize: "25 per 
cent, wage increase and no price rise. 

On beyond, the next booth is empty. 
Ah, they were the fact-finders. You don’t 
hear any more about them. Their slogan, 
“We fit facts to any conclusion—tell us 
your conclusion and we’ll manufacture the 
facts to fit.” Step up and drop your vote 
in the box. They fooled millions, includ- 
ing many good reporters. They got head- 
lines and columns until they were found 
out to be phonies. Even other side show 
boys couldn't stomach them, and chased 
them out. 

There on the end of the line is the 
noisiest barker of all. He has just about 
drowned out the calliope. All dressed up 
like Sir Galahad on a white horse and a 
sign reading, “Barker Bowles’. Slight of 
hand, tricks done with mirrors.” His show 
is entitled: “Things ain't what they seem 
to be” or “The Battle of Bulge.” The 
only magician who can inflate a balloon 
without its going up.” He has a balloon 
all blown up and nearly ready to burst. 
He juggles eight million prices till the 
shelves are bare. The trumpets blare—an 
important announcement is made—“OPA 
ceilings removed on shoe horns, glass 
balls, cat’s beds, artificial grass, manhole 
covers and moose calls.” 

On it goes, show after show, in this 
street of American Side Shows. Excite- 
ment! Fun! Most people know in their 
hearts that these side shows are phonies, 
but all love to take a gamble. Even the 
hewspaperman finds the shows a rfe- 
porter’s heaven. Side shows always make 
news—always supply headlines and sell 
papers. Is it any wonder that people are 
confused and production neglected ? What 
a tragedy that America and all the world 
desperately awaits production while we 
monkey around with side shows. 

Finally we enter the Big Tent where 
American Industry struggles to get going. 


PRODUCTION BOTTLENECKS 


We see the best management “know 
how” in the world, and the best workmen 
of any country or time. Lines of machinery 
aré moving into place. Blueprints and 
plans were long ago complete. All that is 
needed is a cleared ting and a free go- 
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ahead to break all records. Yet somehow 
production is at a stand still. Why ? 

Let us look back to V-J Day. We all 
knew production was the great need of 
post war. Hopes were high! Post war 
plans were a dime a dozen! We even 
talked of a half-million automobiles by 
Christmas! 

At that time, a great fear took hold of 
many in high office. They foresaw terrible 
spiraling inflation ahead—the cashing of 
war bonds—billions in savings to be 
spent—purchasing power at an all time 
high—and shortages in every line. A ter- 
rific demand that was certain to bid up 
prices. They must call out the OPA, 
strengthen its war powers—and hold the 
line, perhaps push it back. So our govern- 
ment forged one arm of a great pincer 
movement. 

At just about the same time, many in 
high office were seized with another fear 
—and behold, it was a fear of drastic de- 
flation. They foresaw eight million unem- 
ployed by April of 1946. Millions of re- 
turning servicemen whose only oppor- 
tunity would be apple selling. No more 
over-time pay and a reduction in take 
home pay of 30 per cent. Surely purchas- 
ing power would collapse; deflation was 
ahead. Spectre of 1933. What to do? Of 
course—maintain purchasing power, wages 
must go up. 

Then just at the right moment, a great 
discovery was made. This was revealed in 
the now famous report! Wages could rise 
25 per cent. with no increase in price! 


THE FAcT-FINDERS 
The news of this miracle spread like 
wild-fire. Then came the famous fact-find- 
ers—and went into secret session with the 


- phoney report. They labored mightily and 


brought forth the magic word—181/, 
cents! Why not 1714 cents? Why not 19 
cents? No one knows. It was probably a 
divine inspiration. 1814 cents will save 
America! Again the news spread like 
wild-fire. Reason and economics went out 
the window. That thousands and thou- 
sands of industries had no wage problem, 
that thousands had already adjusted wages 
and entered into solemn contracts was all 
ignored. All over the land, men cried 
1814 cents or bust! All collective bargain- 
ing ended, labor contracts became scraps 
of paper. Great industries shut down in 
strikes. Even today 900 new strikes are 
listed for the immediate future—an all- 
time high, and all over the magic phrase 
“18Y, cents or bust!”’ 

Thus the second arm of a great pincer 
movement came into being. Think of it! 
An administration determined to fight in- 
flation and deflation at exactly the same 
time. And fight them with all their bu- 
reaucratic wat powers. A pincer move- 
ment has a terrific crushing power. In war, 
whole armies are destroyed by it. Just so, 
industry found itself crushed between the 
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arm of OPA frozen prices rigidly held 
above—and the steadily rising wage cost 
down below. 

Let me give this pincer movement a 
more fitting name and call it “The Great 
Nut-Cracker of 1946.” 

All management knows that by and 
large, wage is cost and cost is price. They 
move together like the stars in the heav- 
ens. Now business finds itself in the jaws 
of the great nut-cracker and the jaws be- 
gin to move! Bones crush—and the blood 
runs. When management cries for help— 
the nut-cracker boys yell “Irresponsible 
profiteers—see their tongues hanging out 
for profit.” God knows our tongues were 
hanging out alright! I speak feelingly, be- 
cause I have been in the nut-cracker’s jaws 
—I have felt the bones crush—and seen 
the red juices run down the ledger pages. 
Tough old industry has stood many a 
kicking around and still managed to keep 
us in food, clothing and shelter. But never 
before has it faced a squeeze-play like 
this one. Quit—or die—or black market 
were the only choices of many. 

In a summary of 700 companies, 400 
had been forced to quit making some im- 
portant article. In a Washington survey, 
8 out of 10 items had disappeared from 
the shelves or been forced up substantially 
in price. Whole industries have been 
squeezed out by the black market! 

Even when government regulations 
ease the pressure and lift ceiling prices, ir- 
reparable damage has been done and pro- 
duction suffers. American industry is a 
great productive machine, made up of 
thousands of interlocking products and 
costs and prices. The artificial regulation 
in one part of the machine brings about 
a whole chain of difficulties and changes 
in other parts. Consider the complications 
in the steel industry. First while OPA 
strove to hold the price line, second the 
18 cent wage increase, artificially gen- 
erated, put into effect under pressure of 
government edict, brought about the 
month-long strike which stopped recon- 
version activities in thousands of other in- 
dustries. To get business going again, the 
government was forced to take the pres- 
sure off the OPA arm of the nut cracker 
and raise the price of steel per ton. But 
this raise only further complicated the in- 
dustry. Because some steels sell for $40.00 
a ton and some for $400.00 a ton, a 
whole series of extras and special allow- 
ances had to be made. In fact prices rose 
from $5.00 to $20.00 a ton. 

Immediately following this re-adjust- 
ment the coal miners struck for their 18 
cents. We are suffering from this pro- 
longed shut-down in this industry. When 
the coal miners win their advance the 
price of coal will have to be raised; again 
making further increases in the price of 
steel. In the same way railroad freight 

(Please turn to page 415) 








Many businessmen still are not aware 
of the importance of net operating loss 
and unused excess profits credit carry- 
overs and carry-backs in relation to their 
own business and management policies 
for 1946. The fact that excess profits 
taxes have been repealed leaves them 
with the sole impression that they are 
liable for Federal income taxes if they 
make money in 1946. It is indeed a 
great surprise to them to learn that, if 
they should break even or lose money in 
1946, they might be entitled to substan- 
tial Federal tax refunds. In fact, under 
the provisions of the Code as they exist 
today, a business may be making sub- 
stantial profits in 1946 and still have no 
Federal taxes to pay. 

A prominent businessman recently 
said that a difference of one day (De- 
cember 31, 1945 and January 1, 1946) 
made a difference in whether he retained 
only 1414 cents on every dollar of profit 
he made or whether he retained 62 cents. 
This statement shows a complete lack of 
appreciation of the effects of carry-overs 
and carry-backs on 1946 operations. 

Take the case of the AB Manufactur- 
ing Corporation with average annual 
earnings of $200,000 in the base years 
1936-1939. As a result of carry-backs, its 
status for 1946 might be as follows: 





Before 
Assumption Taxes 
1. Profit for 1946 of $100,000 
2. No profit or loss —— 
3. Loss for 1946 of 100,000 


The financial results shown above may 
not be unusual. Most corporations dur- 
ing the war years had greater dollar 
profits, even after renegotiation but be- 
fore Federal taxes, than in the 1936-1939 
base period. Reconversion during 1946 
is bringing reduced profits to many busi- 
ness enterprises ; because of this the carry- 
backs will be of vital importance to fi- 
nancial success in 1946. 

Post war reserves during wartime 
were widely discussed but finally re- 
jected by Congress. There was enacted 
in their place what probably will turn 
out to have been one of the most im- 
portant changes in any Federal revenue 
law—a two year carry-back added to the 
two year carry-forward, applied not only 
to operating losses but also to unused ex- 


Business Aspects of Carry-Overs 
and Carry-Backs 


By A. J. Fournier 





For Immediate Consideration 


In furtherance of the move to bal- 
ance the federal budget for the next 
fiscal year, 1946-1947, Senator Tydings 
has introduced two challenging meas- 
ures in the Senate, one of which if 
passed by Congress, would empower 
the President of the United States to 
put a ceiling on federal expenditures 
by proclamation. The other would put 
a ceiling on appropriations. 

The first bill provides that if the 
President is of the opinion on July 
31, 1946, that the total expenditures 
for fiscal 1947 will exceed $31.5 bil- 
lion (the estimated income for 1947), 
he shall proclaim the fact, after which 
the unobligated balances of all avail- 
able appropriations would have to be 
administered by the various federal 
agencies so as to avoid expenditures 
for the year in excess of $31.5 billion. 

The other bill seeks to deal with 
the problem by placing a limitation 
upon appropriations. It provides that 
if on July 31, 1946, the total appro- 
priations for fiscal 1947 exceed $31.5 
billion, the President shall proclaim 
the fact, and thereupon all appropria- 
tions (except permanent appropria- 
tions and appropriations for servicing 
the public debt, for veterans’ benefits, 
and to trust funds) must be reduced 
by a uniform percentage, fixed by the 
President, so that the total funds ap- 
propriated will be within the $31.5 
billion of estimated income. 


























1946 Federal Refund Due 1946 
Taxes on to Carry- Surplus 
Income Backs Increase 
38,000 45,500 107,500 
— 91,000 91,000 
—— 176,500 76,500 


cess profits credits. 

The carry-back and carry-over provi- 
sions were intended to help businesses 
to reestablish operations in the post war 
period, in the same manner that the 
amortization of emergency facilities pro- 
visions were enacted in order to expedite 






production for the war effort. The 
United States Treasury Department ¢. 
timates that about $1 -billions will be te. 
covered by taxpayers for 1945.'46, 

It is quite possible to lose the benefit 
of the carry-back against years of high 
tax rates by postponing reconversion ac. 
tivities. The longer a taxpayer's return 
to normal business operations is delayed 
the greater the risk of losing the full 
carry-back benefits. Beginning in 1947 
there will be no unused excess profits 
credit carry-back or carry-over. The ef. 
fect of carry-backs will necessarily vaty 
with each individual taxpayer and it js 
therefore important that each individual 
taxpayer have complete knowledge of 
his 1946 tax status now if he is to make 
sound managerial decisions during 1946, 
__ The following examples will illustrate 
in part how carry-backs and carry-overs 
operate. Assume a base period credit of 
$200,000 and annual profits before taxes 
of $400,000 from 1942 to 1945 inclusive: 


(Refer to Page 383) 


Carry-overs of operating losses may 
result in no tax being payable for the cur- 
rent year even though profits are real- 
ized. Assume a company which has expe- 
rienced a series of losses from 1942 
through 1945, amounting in each of the 
years 1944 and 1945 to $100,000, but 
which makes a profit of $200,000 in 
1946. In the three year period 1944 
through 1946, the company will have 
realized no net profit, and this is exactly 
the situation for tax purposes, because, 
from the profit realized in 1946 of $200,- 
000, the taxpayer is entitled to deduct 
the net operating loss in 1944 of $100,- 
000 and in 1945 of $100,000, leaving no 
net taxable income for 1946. In this case 
the operating loss carry-overs produce 
savings in taxes at 38 per cent. 

Just as the operating loss of a yeat 
must be recalculated to fit Congress’ defi 
nition of an economic loss, so must the 
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CARRY-OVERS AND CARRY-BACKS CAN PAY DIVIDENDS 


“Thar’s gold,” in the form of potential federal tax refunds, in carry-overs and 
| carry-backs. But many business men, as Mr. Fournier points out in this article, 
| remain unaware of this fact, perhaps because with the repeal of excess profits 
| taxes, the impression has erroneously spread that business men are “liable for 
| federal income tax if they make money in 1946.” The author's analysis should 
| prove dollar-worthy to those holding such opinions. 


—THE EDITOR 
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(a) A Profit of $200,000 in 1940: 


This profit of — ; 
would be subject to income taxes 


of 38% or 
Profit after taxes 
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$200,000 
76,000 


$124,000 


There is no unused excess profits credit carry-back, since 
ofits of $200,000 equal the excess profits credit of $200,000. 


(b) A Profit of $100,000 in 1940: 
A 1946 profit of 
would be subject to income taxes 


of 38% or 
Balance © 


The excess profits credit of 
less the profit of 


credit of 


Which will produce a refund for 
10944 of excess profits tax at 
8514% or 


less income taxes at 40% 


The net tax refund of 4544% 


leaves a profit after taxes of 


$200,000 
100,000 


results in an unused excess profits 


$100,000 





$ 85,500 
40,000 


$100,000 


38,000 


62,000 


45,500 


$107,500 





In other words, a decrease in profits from $200,000 to $100,- 
000 has reduced the net profit after taxes from $124,000 to 
$107,500 a net decrease of $16,500, or a net cost to the com- 
pany of only 1614%. Stated in reverse fashion, 1946 profits 
are still being taxed at war time rates in some situations. 


(c) No Profit or Loss in 1946: 
With no profit in 1946, taxes would 
be 
The excess profits credit of 


would be carried back to 1944, 
resulting im decreased excess 


profits taxes of 854% thereof, or 
less increased income taxes of 


40%, or 


a net decrease in the tax for that 
year of 


Net income, after taxes, for 1946 is 
then 
as compared with a net income in 
example (a) of 


a net reduction of 


$200,000 





$171,000 


80,000 





Nil 


$ 91,000 


91,000 


124,000 


Once again, this reduction is 1614% of the assumed reduc- 


tion in income of $200,000. 


income of the years in which the loss is carried be increased to 
conform to the definition of economic profit. The net incomes 
of corporate taxpayers for such years must be adjusted for de- 
pletion, tax-free interest, excess-profits tax, and net operating 
losses. In the case of non-corporate taxpayers an adjustment 
for capital gains and losses must be made instead of the excess- 
Profits tax adjustment. No net capital loss may be taken by 
hon-corporate taxpayers. In effect, the operating loss carry-backs 
and catty-overs allow a taxpayer to average taxable income and 
operating losses over a 5-year period instead of requiring each 


year's results to be computed separately. 


is 


Once the net operating loss for a given year is determined, it 
applied in strict chronological order as a carry-back to the 


second and then to the first preceding year, and subsequently as 









(d) An Operating Loss of $100,000 in 
1946: 
With a loss, taxes for 1946 would be Nil 
The operating loss carry-back of $100,000 


to 1944 will reduce the tax for that 
year by an amount equal to the full 
excess profits tax rate of 85144%, or $ 85,500 
The unused excess profits credit 
carry-back will reduce 1944 taxes as 
follows (excluding the spectfic ex- 
emption of $10,000 for sake of 
clarity): 
Excess profits net income, 1944 $400,000 
Less: 
Operating loss carry- 
back $100,000 
Excess profits credit 
for 1944 200,000 
Part of the unused 
excess profits credit 
from 1946 100,000 400,000 





Revised excess profits net income Nil 


The above excess profits credit carry- 
back of $100,000 








will decrease the excess profits 

taxes by 8514% but will increase 

normal taxes by 40%, or a net de- 

crease of 45,500 
The remaining unused excess prof- 

tts credit of $100,000 carried back 

to 19045 will make a similar 

45\%4% reduction in taxes for 


1045, amounting to 45,500 
giving a total refund 176,500 
Deducting the loss of 100,000 
leaves a net income for 1946 of $76,500 





a carry-over to the first and then the second succeeding year. 
Carry-overs are permitted beginning with losses sustained in 
1939. Carry-backs may not be used to reduce profits before 1941. 

A net operating loss when carried back or carried over to an- 
other year reduces the excess profits net income of such year, and 
may increase or create an unused excess profits credit for such 
year. The unused credit so created or increased may in turn be 
carried back for two years (but not two years earlier than 1941) 
with the apparent result that a net operating loss can produce a 
tax refund or saving in one or more of the four years preceding 
the loss year; likewise, such unused credit may be carried for- 
ward for two years (but not beyond 1945) with the result that a 
net operating loss can produce a tax refund of saving in one or 
more of the four years subsequent to the loss year. 

The unused excess profits credit carry-overs are based on the 
same general idea of averaging out an excess profits credit in ex- 
cess of excess profits net income for a given year, and would be 
wasted if no carry-over were allowed. Instead, the taxpayer may 
apply the unused credit for that year to reduce excess profits 
taxes for the two years immediately preceding and following the 
year of unused credit. 

Substantial tax savings may result from the creation of a re- 
fund of 1942 taxes on account of this creation of an unused 
credit in 1944. Assume, for ex-mple, a corporation which has 
realized profits of $300,000 in 1942, $150,000 in 1944 and 
$200,000 in 1945, but which sustains a loss of $100,000 in 
1946; its base period credit is $100,000. Tax refunds will re- 
sult as follows: 
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From the original 1944 profit of $150,000 ited to the diminution of normal and th 
is deducted the 1946 operating loss of 100,000 surtax for 1944, a total refund of 40 per | 4” 
——— cent. of $100,000 or only $40,000 as pu 
leaving revised net income of 50,000 compared with the preceding refund so 
The excess profits credit for 1944 is 100,000 calculation of $128,750. res 
—_—— With no profit or loss in 1944 or 1945 - 
resulting in an unused credit of 50,000 both the operating loss and the unused | F 
SS credit carry-backs will be useless, and no f 
Normal and surtax for 1944 amounts to 20,000 refund at all will be produced. 
as compared with taxes originally paid of 82,750 A situation where an unused excess sh 
de ee acta Se ee Aree ar ria may increase the total tax o 
making a refund for 1944 0, ’ iability for a previous year arises in cas 
The tax for 1942 is then reduced, by reason of the carry-back where i fem has such lac sh 
vd the at asco a by a reduction in excess profits pee profits in relation to its surtax net in. * 
axes Of OT /o 0, , or , come that the 80 per cent. limitati . 
less increased income taxes at 40%, or 20,000 plies. P a iny 
te : er oe Assuming profits of $1,000,000 in & 
giving a net reduction of 20,500 4944 $100.000 in 194 d aff 
In addition, the excess profits credit which was not used for | sit Piste ch Sele ore aa or 
at ae ae mi lo 1945, eliminating the excess profits ome of $100,000, the carry-back of the unused pr 
but increasing the normal taxes by 40,000 crane from. 1946.to 1944 will result . pia 
' e Reid Batt an increased tax for 1944. This is ac. 


counted for solely by the reduction in the 











ci tataantie darned at cael BE cei post war credit as follows: 
" As: 
These refunds total 128,750 Refer to Column 1-2 Below — 
but the operating loss for 1946 was 100,000 : ; 1 
AST Manin ae The above illustrations show clearly 2 
resulting in a net income for 1946 of $ 28,750 that each company’s position with respect 3 
=== to the carry-backs depends in part upon bs 
the amount of its base period credits, * 
There are definite limitations on the 000 and the loss for 1946 were $100,000 and also upoh the amount and nature of - 
amounts to be recovered by way of tax no benefit would be derived from the taxable income subsequent to the base 8 
refunds. In the above example, if profits carry-back of the unused credit from period, as well as the order in point of s 
from 1942 through 1945 had been $100,- 1946, and the tax refund would be lim- time when such income became taxable. | 
The fundamental principles are com- 
From the income in 1944 of $1,000,000 paratively simple and readily under- pre 
is deducted the excess profits credit of 100,000 stood, yet the language of the Code and pas 
—_—__—- the illustrations given in the Regulations 
leaving adjusted excess profits net income of $ 900,000 relating to these problems are technical 
— and hard to understand. Failure to under- 
Normal and surtax is payable on $100,000 at 40% $ 40,000 stand them, however, may be costly Ass 
Excess profits tax ts limited to 80% of $1,000,000 800,000 indeed. A small manufacturer sold a — 
less income tax of 40,000 plant last December for $100,000 which ; 
ee plant had been fully amortized under the 3 
or a tax of 760,000 provisions of Code Section 124. Because 4 
from which should be deducted the 10% post-war credit of 76,000 of cancelled Government contracts, his 5N 
, : oa maenes operating loss for 1945 amounted to ap- ; 
leaving a net excess profits tax of 684,000 proximately $100,000. If the plant had ? 
a... been sold in January 1946 instead of 9 
and a total tax of $724,000 December 1945, the operating loss carry | = 
After the carry-back of the unused excess profits credit from back of $100,000 together with his A 
1946 of $ 100,000 unused excess profits credit would have has 
the maximum tax remains at $ 800,000 resulted in total tax refunds of $131,000. in | 
but income taxes are increased to 80,000 Instead the operating loss was reduced f 
by the profit on the sale of the plant and gine 
giving an excess profits tax of 720,000 claims for tax refunds have not been filed 
less the 10% credit of 72,000 and amount to only $45,500. By defer- 
Searecienerey ring the sale until 1946, the corporation in 
or a net excess profits tax of 648,000 of course, would have paid a long-term Betis 
which together with the income tax of 80,000 capital gains tax of $25,000 but this is a 1 
ae good illustration of a $60,500 loss in tax : 
gives a total revised tax of $728,000 refunds which could have been obviated 4 
———— if the operating loss carry-backs had 5N 
or an increase in tax of $ 4,000 been understood or if taxpayer had ‘ 
= sought tax advice before making the ne? ; 
In this case, a profit of $100,000 in 1946 would be subject to a tax of $38,000, This example, drawn from an pore 9 
leaving $62,000 for surplus, a “break-even” would produce an additional tax of  €xperience, illustrates that income t rae 
$4,000 as above, and a corresponding decrease in surplus, but an operating loss of _ 0 longer should be looked upon pe vam, 
$100,000 would produce a net refund of $68,000 ( [80% — 10% of 80%| — 4% = as a legal problem, creating a liability T 


68%). for taxes only when a sale is made and 
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the profit or loss determined, or when 
an expense is incurred or accrued for tax 
purposes; nor should they be regarded 
solely as a problem for the tax expert to 
resolve after profits have been deter- 
mined, nor as a mere distribution of 
rofits as between management and 
Government. 

The carry-backs and _ carry-overs 
should be subjected to business and 
statistical analysis in the same manner 
as any other managerial problem. This 
should be done currently, and not only 
at the close of the accounting period 
when it may be too late. Cost account- 
ing technique should be employed, be- 
cause carry-backs and carry-overs do 
affect profits in the same manner as fixed 
or variable overhead, unit or quantity 
production, sales volume, or other 
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related criteria. Therefore, a thorough 
knowledge now of potential 1946 tax 
position is indispensable for sound 
managerial decisions. Corporations, re- 
gardless of size, should make diligent 
plans, and have them coordinated by the 
financial, operating and tax executives. 
This is a field where Controllers, because 
of their training and experience, are mak- 
ing valuable contributions. 

Examples of statistical analysis and 
application of cost accounting principles 
follow. 

Assume that X Corporation has annual 
profits before taxes from 1942 to 1945 in- 
clusive, of $200,000 in each year, and that 
its excess profits credit for 1946 is $100,- 
000. In such a situation the following 
results are obtained at varying levels of 
income or loss in 1946: 


















































Net.Cost of 
Tax Refunds of $25,000 Decrease 
1946 Net 
Profit Tax Unused Operating Surplus Cost to 
Assumption or Loss Payable Credit Loss Increase Amount Company 
1-P $100,000 38,000 _—_— —_— 62,000 — 
2 P 75,000 28,500 11,375 —- 57,875 4,125 16.5% 
ae cf 50,000 19,000 22,750 — 53,750 4,125 16.5% 
4° P 25,000 5,750 34,125 — SF,I09 375 1.5% 
5No PorL 45,500 —— 45,500 7,875 31.5% 
6 L 25,000 — 45,500 21,375 41,875 3,625 14.5% 
ek 50,000 — 45,500 2,750 38,250 3,625 14.5% 
8 L 75,000 — 45,500 64,125 34,625 3,625 14.5% 
go L 100,000 — 45,500 85,500 31,000 3,625 14.5% 
Assume that Y Corporation has a _ profits credit of $60,000 for 1946. Then 
profit of $195,000 in 1944 and an excess the following results are obtained: 
Net Cost of 
Tax Refunds of $25,000 Decrease 
1946 Net 
Profit Tax Unused Operating Surplus Cost to 
Assumption or Loss Payable Credit Loss Increase Amount Company 
£P $100,000 38,000 —— — 62,000 — 
ae 75,000 28,500 — — 46,500 15,500 62.0% 
ror 50,000 19,000 4,550 — 35,550 10,950 43.8% 
4-2 25,000 5,750 15,925 — 35,175 375 1.5% 
5No PorL 27,300 —. 27,300 7,875 31.5% 
ees 25,000 — 27,300 21,375 23,675 3,625 14.5% 
fia) 8 50,000 — 27,300 42,750 20,050 3,625 14.5% 
éL 75,000 — 26,850 GRiaS >. T5978 4,075 16.3% 
o°L 100,000 ae 25,725 85,500 11,225 y 


4,750 








Assume further that Z Corporation 
has profits of $35,000 in 1942, $50,000 
in 1944 and $25,000 in 1945, with an 


excess profits credit of $15,000. In such 
a situation the following results are 
obtained: 








Net Cost of 














Tax Refunds of 
$25,000 Decrease 
1946 Net 
; Profit Tax Unuse Operating Surplus Cost to 

Assumption or Loss Payable Credit Loss Increase Amount Company 
iP $100,000 38,000 area ae 62,000 — 

a 75,000 28,500 pore Ae ane 46,500 15,500 62.0% 
oP 50,000 19,000 oe i 31,000 =15,500 62.0% 
cae oh 25,000 5,750 WEES — 19,250 11,750 47.0% 
5No PorL 4,875 ome 4,875 14,375 57.5% 
6 L 25,000 —— a 21,375 *3,625 8,500 34.0% 
7 L 50,000 mae 5,400 28,125 *16,475 12,850 51.4% 
8 L 75,000 VESee= 5,400 34,875 *34,725 18,250 73.0% 
9 L 100,000 — 5,400 34,875 *59725 25,000 100.0% 


* 
= Decrease 








The above examples show 


that every business will have its own problems to 
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solve if it is to obtain the minimum out 
of the carry-backs. From a tax stand- 
point, no new problems are added to the 
types of business transactions which will 
result in tax refunds. It is simply a mat- 
ter of knowing how they are likely to 
affect the financial results of operation 
for the year. 

Business problems of current interest 
likely to be affected by the carry-backs 
might be indicated at random as follows: 


(a) Many companies are now faced with the 
possibility of the loss of markets by reason of 
the introduction. of new competing products. 
Such companies should find it advantageous to 
undertake extensive research on designs, pro- 
duction and marketing, or even to create mar- 
kets for new products by extensive advertising 
programs or other devices. 

(6) Losses due to the abandonment of spe- 
cial wartime inventory, plant or equipment are 
allowable deductions for Federal tax purposes 
when such assets are not suitable for civilian 
production or manufacture. These assets should 
be discarded, thrown away, scrapped, sold for 
salvage or abandoned. There should be no stor- 
ing with an. intent to reuse. 

(c) Repairs and maintenance necessarily de- 
ferred during wartime should be resumed as 
soon as possible if the labor and materials are 
available. Taxpayers should appreciate, how- 
ever, that there can be a fine line of demarca- 
tion between an item properly regarded as a 
repair and a capital expenditure. 

(ad) Many corporations are still consuming 
much time, effort and money in attempting to 
obtain settlement of 1945 cancellations of Gov- 
ernment contracts. In many cases it may be 
more practical to compromise and dispose of 
differences of opinion as to the amount of the 
claim when the effect of the settlement is 
weighed in the light of the 1945 profit or loss 
picture and the resulting carry-overs and carry- 
backs. 

(e) In the first example the X Corporation, 
a shirt manufacturer, might find that a reduc- 
tion in profits before taxes for 1946 from $50,- 
000 to $25,000 would affect the amount trans- 
ferred to surplus by only $375. It might be 
good policy therefore, to release part of fin- 
ished inventory at a lower selling price espe- 
cially so when weighed against the additional 
cost of insurance, warehousing, interest of in- 
vestment, turnover, and other similar factors. 

(ft) Another manufacturer in the same prof- 
it position might take advantage of this situa- 
tion by incurring a deductible tax loss of say, 
$25,000 in the sale of old machinery which can 
be replaced by up to date and efficient new ma- 
chinery. Considerations of the additional in- 
vestment in the new machinery, faster rate of 
production, greater output, lower unit costs, or 
lower repair costs, would be of material impor- 
tance in the solution of this problem. 

(g) Any change in a corporation's legal en- 
tity will preclude the deduction of a net oper- 
ating loss incurred by either its predecessor or 
its successor, even if the stockholders remain 
the same. A corporation formed to take over 
the assets and business of another corporation 
is not entitled to the carry-over, or carry-backs 
of the old corporation. 

(h) A change in. a taxpayer's accounting pe- 
riod may be extremely costly. A “short” year 
is still a year as far as the two-year carry-backs 
and carry-overs are concerned. A change from 
a calendar year to a fiscal year ending May 31, 
means that the period from January 1 to May 
31, 1946 is counted as a full year for this pur- 
pose. Thus, an operating loss in this first fiscal 
year may be carried back only 17 months in- 
stead of 24 months. 


In conclusion: Know your carry-overs 
and carry-backs; they may pay dividends. 
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An iceberg is described as a large float- 
ing mass of ice detached from a glacier. 
Two-thirds of its bulk is submerged be- 
neath the water, while only one-third is 
visible above the surface. 

This, in a certain sense and to some 
degree, could be taken as a fanciful sym- 
bol of the work and the profession of the 
Controller as he has functioned in some 
places up to the present time. We have 
dealt with hard, cold figures and much 
of our work has been hidden beneath a 
sea of routine and detail. 

Now, while we are talking about the 
ocean, contrast the iceberg with the bea- 
con. A beacon is defined as a signal 
erected on an eminence near the shore to 
guide mariners. It is a watch tower. It 
is a signal light shining in the fog. 

I submit, it is high time that the Con- 
troller cease being merely an iceberg, 
greatly invisible to the naked eye, and 
that he become a flaming beacon casting 
rays of understanding in a troubled and 
a darkened world. It is said that one 
should not complain about the darkness, 
but instead should light a candle. I hope, 
in this brief discussion, that I may be 
able to light a candle to cast at least a 
little light on the path that we should 
tread. 

Before attempting to show how the 
Controller can and must become this bea- 
con light to industry, permit me to touch 
briefly on some of the more obvious new 
situations and responsibilities that con- 
front our profession at this time. 

In your business lifetime, changes have 
come with startling rapidity, and now, 
after the breath-taking kaleidoscope of 
war, we are suddenly plunged into an- 
other change. During the war, records 
required by governmental agencies dealt 
with increased production regardless of 
costs. Now you are confronted with the 
problem of converting to records for com- 
panies returning to a competitive market. 
Here are some of the new conditions that 
face us as a result of this radical change: 

Salaries and wages will be higher and 
this will require increased records to show 
the effects of increased wages on costs. 

Material costs have increased substan- 
tially, therefore, inventory controls must 
be maintained to a greater extent than 
before to reduce the cost of material and 
losses due to obsolescence and waste. 

Business will be operating on a much 
smaller margin of profit and more records 
will be required to furnish daily reports 
as to cost, in order that any losses, which 
are occurring, can be corrected imme- 
diately to prevent disasters. _ 


By Lyman L. Dyer 


Stockholders, realizing the competitive 
situation and the narrower margins upon 
which ‘the company will be operating, 
will demand more information and more 
current information. 

Practically every business in the country 
is regulated to some extent. Compliance 
with the various regulations and reports 
required by the regulatory bodies compli- 
cates and duplicates a considerable por- 
tion of the accounting system, causing 
distribution of costs to be more intricate 
and voluminous. 

Management, in its desire to secure 
larger turnovers and to offset reduced 
margin of profits, will demand more ac- 
curate analysis of costs and sales than 
ever before. 

The merging of smaller business into 
larger brings more intricate and more 
complicated accounting systems and con- 
sequently the greater is the necessity for 
management to depend on figures rather 
than on personal observation for the 
operation of the business. 

The increase in business complexity in- 
creases the need for skilled interpretation 
of figures. Also readjustment policies 
must be closely obseerved as they are of 
necessity experimental and must be guided 
in the right direction. 

These are the days of new ventures and 
the Controller, being a part of manage- 
ment, must be able to estimate the profits 
to be expected from any proposed venture 
or make suggestions as to how certain 
projects could be operated profitably. He 
should be right at the center of the 
formulation of policies and be in position 
to advise, to warn, and to guide his fel- 
low executives. His careful analysis of 
records will have a great effect on the 
personnel of the company and on the 
public. 

There are new methods, new machines, 
new employees to consider, and new prob- 
lems galore to handle. All of these are 
the new responsibilities and opportuni- 
ties of the Controller and they are com- 
plex enough and numerous enough to 
demand the best brains in the business. 


But still there is something more and 
something bigger than all of these. The 
items mentioned are in the nature of the 
routines of your job. What I have ip 
mind is something beyond this that may 
challenge your vision and stir your imagi. 
nation. 


Topay’s CHALLENGE 


It is high time that the Controller be. 
come of age, for there is a tremendous 
task awaiting him and it is a task that 
only he can do. A clue as to what this 
opportunity and this challenge are can 
be found in the economic and political 
situation that now boils around us. 

The world is aflame with potential dis- 
aster! At this moment there are principles 
being projected by powerful groups and 
approved by the highest officials in the 
land, which mean, in my personal opin- 
ion, the destruction of what we know as 
free enterprise and the American way of 
life. Great masses of people almost un- 
consciously are turning to the left, which 
means that, almost without knowing it, 
they are gradually submitting themselves 
to the dictatorship of State ownership and 
Socialism. A specific indication of this is 
the proposal that wages be determined by 
the amount of profits. This means that 
government can say to a business or an 
individual that it or he must share the 
profits with employees. This would mean 
State ownership, or at least complete gov- 
ernment control of business. If that is 
what the people want, then the issue 
should be stated clearly and it should be 
put to a vote of the people. But such is 
not the method by which the Apostles of 
Change hope to bring about their ideas. 

Here is the great danger as I see it: 
The people, through their government, 
may attempt to take over business without 
actually knowing they are doing so, and 
without knowing how to operate and man- 
age a business. Those who advocate such 
things are very subtle. The “left-wingers 
are the greatest propagandists that the 
world has ever produced and they make 





in Dallas. 





FACING NEW OPPORTUNITIES 


Bcause modern controllership has come a long way, in the words of Mr. Dyer, 
from the days of the “glorified bookkeeper,” it must realistically face the new 
responsibilities and take advantage of the new opportunities. The author, who 
is comptroller of. Lone Star Gas Company, Dallas, Texas, delivered this manu- 
script on January 25 at the joint meeting of the Dallas and Houston Controls 


—THE EDITOR 
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some of the spokesmen for free competi- 
tive enterprise look like mere babes in the 
woods. They do not have to base their 
statements on facts, but can deal merely 
in impressions and slogans, whereas the 
spokesmen for industry, being responsible 
for what they say, must deal with realistic 
information. 

Business has a story to tell! But busi- 
ness only now is beginning to realize that 
unless management tells the story of the 
American way of life, it will surely be 
overcome by the propaganda promulgated 
by elements which work feverishly for 
change to other and often alien systems 
of life. Management must tell its own 
story. It cannot expect anyone else to do 
it and it is no longer in a position to 
retire to the economic isolation from 
which the successful prosecution of the 
war drew it. 

The thing that makes it easy for the 
enemies of our American system is the 
fact that the masses of the people are 
uninformed about business as it is con- 
stituted today. They are ignorant of its 
tough, realistic problems. They don’t 
know how payrolls are met; how mate- 
tials and supplies are obtained; where 
taxes come from and how profits are 
made. All of these things and more, they 
should know before they attempt to take 
over business through State ownership, 
because if most people knew about these 
tough problems of business they most 
likely would not want the responsibilities 
of ownership and management. 


PuBLic ATTITUDES 


There was a time when businessmen 
thought that the less the public knew 
about ‘their business the better. That atti- 
tude has gone forever, but perhaps it is 
because of that attitude that the people 
are misinformed. What ideas and opin- 
ions do you think the general public has 
of business ? To answer that question, let’s 
look at a recent survey. An organization 
known as the Opinion Research Corpora- 
tion recently made a study of public at- 
titude toward business, and they came up 
with this startling discovery: The public 
believes that corporate profits during the 
war On an average were about 30 per 
cent., and that in peace time they aver- 
age about 18 per cent. This is the gen- 
eral opinion of the public, according to 
this survey. Contrast this with a U. S. 
Treasury report which found, after ana- 
lyzing every income statement, that ven- 
ture capital in business normally works 
for about 5 to 6 per cent., and that in 
the last 15 years the average has been 
3.3 per cent. 

More dangerous even than this is the 
pinion of 75 per cent. of the working 
Public who believe that stockholders take 
More out of business than do workers. 
Actual corporate balance sheets show that 
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workers draw from 8 to 12 times as much 
from business as stockholders. Perhaps 
this misconception is the principal reason 
labor leaders are able to convince their 
followers that corporations can grant 30 
per cent. wage increases and still main- 
tain or reduce price levels. Some corpora- 
tions are doing something about this, but 
the total amount of educational effort is 
pitifully weak. 

If you will bear with me for a few min- 
utes longer, I hope to show you where the 
Controller fits into this picture. As a fur- 
ther approach to the idea, I wish to give 
you the following paragraphs of Dean 
James E. McCarthy of the Notre Dame 
College of Commerce: 


“,...A growing number of our 
American people have become active sub- 
scribers to the tenets and beliefs of statism 
—they believe our economic destinies can 
be best preserved and augmented by gov- 
ernment control of the processes of pro- 
duction and exchange. Another vocifer- 
ous group, postulating the premise that 
private enterprise has yee to provide a 
good way of life for the bulk of our peo- 
ple, proposes government ownership of 
all productive enterprises. Pseudo-liberals, 
academic busybodies, certain commenta- 
tors and a galaxy of associated malcon- 
tents have seized the politician's stock 
in trade and embarked upon the program 
of convincing the public that they are the 
champions of its best interests and the 
potential saviors of the nation. Their at- 
tacks on business and industry are based 
upon the ancient fallacious theory that 
business is something legitimately illegiti- 
mate. These mounting, stormy, penetrat- 
ing tivades against American free enter- 
prise during the last decade, far from 
wearing themselves out, have prospered 
and won new converts, because American 
management people have failed to pro- 
vide the true story of the glorious achieve- 
ments of American free industry. Even 
today, the best we can wring from the 
demagogues and crack-pots is grudging 
acknowledgment that perhaps private 
enterprise has performed reasonably in 
serving as the arsenal and pantry for most 
of the war-torn universe. Actually, the 
herculean task that American business has 
performed since 1941 will probably be 
recorded as the greatest industrial achieve- 
ment of all time..... 


Thus, American business is at the cross 
roads. The conditions which imperil it 
had their start long before the profession 
of the Controller was born, and they grew 
up while he was growing up. The Con- 
troller, therefore, is not responsible for 
the conditions, but he most emphatically 
carries a tremendous responsibility for 
correcting the conditions. 

If the public is being misled by half- 
truths, propaganda and lies, then business 
must meet this attack with an offensive 
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of its own. It must overwhelm the enemy 
with an avalanche of facts and informa- 
tion. It must make the issues and the 
situation crystal clear to the public in 
all walks of life. 

Now what official in any large business 
has most of the vital information that is 
needed for this battle? The answer is 
obvious. The man in the company who 
has in his possession and at his command 
the facts, the figures, the information to 
do this job is the Controller! The chal- 
lenge is on his doorstep! He has come of 
age. He is the one great power in indus- 
try who can give vitality and life to the 
iceberg of figures and facts and bring 
them to the surface, so all may see. He is 
the one who has the ammunition. It is 
he who, by rising to this challenge, can 
aid in saving American business. 

How is this to be done? First, the 
start must be made inside the conscious- 
ness and the thinking of the Controller 
himself. He must look upon his figures, 
his statistics, his balance sheet, not as 
ends in themselves, but as tools to work 
with. Then he must apply to these tools 
vision and imagination. He must be freed, 
as much as possible, from routine and 
detail. He must develop a social con- 
sciousness ; he must comprehend what ef- 
fect his industry has on society in gen- 
eral and, above all, what effect his vital 
information can have on public thinking 
and on government itself. He has been 
called a detective, a researcher, an analyst, 
a diplomat, a watch dog, a worry-wart, a 
fuss-budget, and all of these he is, but 
now also he must be a public relations ex- 
pert, an ambassador, and a missionary. 


BEHIND THE FIGURES 


Back of the bare figures, which the 
Controller records, are the romance, the 
drama, and, too often, the tragedy of 
business. These are the things which the 
Controller must be able to see, and, seeing 
these things, he must get them into the 
open. I should like to take an example 
from our own company to illustrate what 
I mean. For instance, we know the amount 
of the total tax bill of the company. We 
know also the total amount available for 
dividends to stockholders. These are the 
bare figures, but is there not some mean- 
ing back of these figures which would 
make them more significant? There is, in- 
deed, and the meaning is this: When we 
related the tax bill to the dividends, we 
found that the governmnt took two-thirds 
of our profits and left the owners of the 
business only one-third. Taxes took 29 
cents out of every dollar of operating 
revenues. Going still further behind the 
figures, we found that at times fully 50 
per cent. of all the man-hours of work 
in our general offices was devoted to 
governmental matters. So, when these 
facts behind the figures were revealed, 
the question arose: Who owns this busi- 
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mess anyway—the government or the 
stockholders ? 

Here is another illustration, while we 
are thinking of taxes. What interest is it 
to our customers how much taxes we pay ? 
Well, by analyzing the bare figures, we 
find that our tax bill of $8,000,000 is 
equal to $2.40 for every gas bill ren- 
dered each month. That is what it means 
to the customer. He pays it. That’s what 
it means to get behind the figures and 
make them of interest to the average per- 
son. 

I could go on with endless examples. 
If our industrial sales of gas are rising, 
it would be interesting to stockholders, 
employees, and also the public to find out 
why. For instance, we talk a great deal 
about industrializing Texas. By studying 
our figures on industrial sales and getting 
the story behind these figures, we find 
that they indicate we perhaps can expect 
very few really large industries, but what 
is happening is that numerous small in- 
dustries are springing up all around us, 
and that most of these small industries are 
connected with the agricultural economy 
of our territory, such as seed-drying 
plants, small packing plants, textile plants, 
alfalfa-drying, local slaughter houses, and 
the like. This may be a better industrial 
development than huge factories with all 
their social problems. All of this is vital 
information. It is buried in the figures. 

So, the Controller should reorient him- 
self. Having done this, what should he 
do next? Being a part of management, he 
should begin at home. For example, start 
with the corporation’s annual report. As 
far as public information is concerned, 
the annual report is a gold mine of facts; 
as far as public use of this information 
has gone, this report, in most companies, 
in the past, has been an iceberg. It could 
be made to breathe with the glory and the 
triumph of American business. 

The company report, whether for em- 
ployees or stockholders, or both, should 
be written in non-technical language and 
freely illustrated with graphs, charts and 
photographs. An ideal report should con- 
tain the following: 


1—A summary page of statistics with 
historical comparison. 
2—Percentage of income which went to 
wages, materials, taxes, interest, divi- 
dends and reserve. These should be 
stated in clear, simple language and 
Should also be shown in graphs. 
3—A statement of dividend policy. 
4—A sound analysis of taxes paid. 
5—If a regulated industry, the amount 
of taxes which goes for regulation 
and the number and kind of regu- 
latory bodies. 
6—An analysis of employee conditions. 
7—Future plans of the company. 
8—The company's advertising program. 
9—A list of products and services. 
10—Any special problems. 
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As stated, there is much misinforma- 
tion and many a half-truth peddled by the 
apostles of change. It is high time busi- 
ness put in its rebuttal by making simple 
explanations of what corporations are, 
how they came into existence, what they 
do by way of furnishing the tools for 
jobs which make goods and services for 
the comfort and convenience, the life and 
the health of the nation. The basic story 
of business is simplicity itself, once it is 
broken down into fundamental facts. 
These facts are the congealed results 
which business has achieved. They should 
stand out clearly so even the third grade 
mind can grasp them. 

The complaint of nearly every public 
relations man is that he can’t get informa- 
tion out of his own company. The Con- 
troller has the facts; either he should 
dramatize and clarify them himself, or he 
should work closely with the experts who 
can do so. The two should be a team. 

Having started with this work of pub- 
lic education at home, within the com- 
pany, it will be comparatively easy to go 
on from there to wider public fields. Cer- 


tainly every stockholder whose money 
earns a return from business and every 
employee who gains his daily bread from 
business should know the fundamentals 
of the business by which he lives, They 
then can tell the story to others, and thus 
in time the meaning of American business 
can be made clear to all, so that none 
need be misled. 

Before government takes over business, 
the public should know something about 
the fundamental facts of business. The 
Controller is the man who possesses these 
economic facts. Business depends on him 
to do this job. It has taken more than 
two decades for the Controller to evolve 
up to this point. He has come a long 
way from the days when he was only a 
“glorified bookkeeper.” He has, indeed, 
become of age! 

Controllers are the ones, not only to 
light that beacon signal, but also to carry 
it aloft and to show the way. 

Your future lies within you—arise and 
face these new responsibilities and take 
advantage of the new opportunities! 


Inventory Pricing Practices 
Need Standardization 


Present practices of inventory pricing 
were criticized as being “extremely loose 
and in need of clarification and greater 
standardization” by Maurice H. Stans, 
senior partner of Alexander Grant and 
Company, certified public accountants, 
Chicago, in a recent address before the 
Milwaukee Control of the Controllers In- 
stitute. 

“Business in general long has been in 
need of an authoritative expression on the 
basic concepts of inventory pricing, the 
ranges of interpretation of the terms 
customarily used in dealing with inven- 
tories, and the areas in which the use of 
judgment may be permitted within the 
limits of accepted accounting practices,” 
Mr. Stans said. 

The speaker pointed out that the ex- 
tensive and intensive development in 
industrial processing and of accounting 
refinements had infused present inven- 
tory practices with such terms as “‘last-in 
first-out,” “base stock method,” “‘stand- 
ard costs,” ‘lower of cost or market,” 
“retail inventory method’’ and numerous 
other devices, but most of these terms are 
inadequately defined and subject to wide 
deviations in interpretation and practice. 

He asserted that erratic and inconsist- 
ent use of inventory practices could “re- 
sult in the manipulation or distortion of 
earnings reported to shareholders in the 
case of individual companies,” and more 
particularly, that the varying practice 
among companies made it difficult for a 
stockholder to obtain accurate compari- 


sons of the results of one company as 
against another. 

Mr. Stans proposed general strengthen- 
ing of the “lower of cost or market” prin- 
ciple of inventory pricing and outlined 
a ten-point program to be recognized by 
business and accountants, stating that the 
objective of such proposals “should be 
the establishment of criteria for the selec- 
tion of such procedures and thereafter the 
development of uniform practices within 
the various trades and industries, in order 
to make financial statements more in- 
formative and comparable, and thereby 
more valuable to all concerned.” 


* * Bd 


How Jobs Are Made 


Government must employ enough pet- 
sons—teachers, policemen, firemen, clerks, 
truck drivers, etc.—to assure efficient pet- 
formance of public services. But employ- 
ment must be provided predominantly 
through private enterprise, and this must 
always be the case while the tools of pro- 
duction are privately owned. The Ameti- 
can people are strongly committed to 4 
way of life and an economic system 1 
which growth and development are fos- 
tered through freedom to own and use 
property and in which the major patt of 
investment, production, and management 
is vested in private rather than public 
ownership and control. 

—The Committee on Postwar Tax Polity 
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Wage Incentive Plans in the 
Reconversion Period 


Today, executive managements and la- 
bor leaders alike are seriously studying 
wage, incentives. Some favor incentives 
and praise them highly; others condemn 
them as being impractical, costly to ad- 
minister and unfair to the operatives. 

Some companies have had success with 
incentives, claiming more production for 
the same facilities, also higher employee 
earnings, lower labor turn-over and good 
employee relations. Other companies have 
had disappointing experiences with their 
incentive plans and would like to get rid 
of them, replacing them with day-work 
wage payment, or, they know not what. 

Some of the incentive plan failures 
might have been successes, had certain 
conditions been met. The causes for many 
of those failures were within the control 
of the respective plant managements. 
There were some cases of misapplication 
of incentives. 

I will try to present to you a factory- 
wrought analysis of: 


. Some of the features of incentive systems. 
. Some applications with their limitations. 
. The principles of incentive administration. 
. The responsibilities for administration. 

. The correction of bad practices which 
have developed in the administration of 
the incentive systems. 

6. Profit-sharing Plans as incentives. 


Mr wrs 


I am not prepared to give an exhaustive 
analysis of all incentive plans and their 
variations in use in this country (of which 
there are some 500). I intend to deal with 
fundamental principles entirely. In some 
cases, this analysis may be expressed in 
rad vernacular which, I hope, is clear to 
all. 


Wor_Lp BACKGROUND 


_ For years after the last war American 
industries had far better manufacturing 
methods for quantity production than the 
industries of the rest of the world. That 
is not the case today. Other countries now 
know as much about quantity production 
as we do. Countries which have never be- 
fore had any major industries are plan- 
ning large industrial developments. 
Among these countries are South 
America, China, India, and Mexico. If 
America hopes to maintain her leading 
Position and her present standard of liv- 
ing, there must be a unified plan for pro- 
duction on the part of labor, industry, 
capital, and government. This is abso- 
lutely imperative if we are to face the 
keen competition which will result from 
industries of the rest of the world. Let us 
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remember that, ‘A house divided against 
itself cannot stand.’”’ We must build a 
mutual confidence, so that labor and man- 
agement can work together. In no part of 
industry is this as important as in the case 
of the plants administering incentive sys- 
tems. 

During the war period our country 
needed production of material so badly 
that the emphasis was placed on produc- 
tion regardless of cost. In the reconver- 
sion period the emphasis is still on pro- 
duction, but now it is production at a 
reasonable cost. When costs are important, 
we should always look to the methods 
employed, the utilization of facilities and 
the productive output of the operatives. 
Usually this leads us to consider incentives 
and the functions incident to their proper 
installation and administration. 


TYPES OF WORK TO WHICH INCENTIVES 
May Be APPLIED 


Direct Incentives 


The majority of incentives have been 
applied to productive operations. Gener- 
ally, the performance standards can be ap- 
plied more readily to these operations 
than to the non-productive or expense op- 
erations. 

Good performance standards can be 
established on some expense operations. 
Some incentive plans covering expense 
operations are working successfully. They 
are usually more costly and much more 
difficult to administer. 


Indirect Incentives 


Indirect incentive systems, in some 
cases, have been established where em- 
ployees were paid an incentive based upon 
the fact that they could contribute to the 
direct incentive earnings of productive op- 
eratives. In general, these people are serv- 
ice employees who deliver material to 
productive operatives, who operate cranes 
or industrial trucks, who store material, 






dispatch work, and the like. The con- 
tribution of these people is indirect. They 
may serve several incentive individuals or 
groups. They may serve one or more than 
one. The incentive earnings of one group 
may vary widely from those of other 
groups. The incentive earnings of the in- 
direct incentive people must, therefore, be 
a composite percentage of several groups 
or individuals. An indirect incentive 
worker cannot determine his pay or the 
amount of incentive earned, nor can he 
see the direct results of his efforts. The ef- 
fect of indirect incentives, in some cases, 
is very theoretical, sometimes even doubt- 
ful. This does not provide a satisfactory 
incentive system. 


Clerical Incentives 

Another field of application for incen- 
tives, which has not been extensively used, 
is that of clerical work. If the same 
amount of analysis were applied to clerical 
operations, that we have given to many of 
the manufacturing operations, we would 
find that many of them are good applica- 
tions for incentives. 

The type of analysis would not be the 
same and the performance standards 
would be different, but direct measures of 
performance could be found. 

The type of men required for such in- 
stallations would be quite different from 
those used in manufacturing departments. 
Special training for these men would be 
necessary and probably it would have to 
be developed. 

I believe many clerical operations 
would lend themselves to direct analysis 
and standardization and if they do they 
offer a good field for clerical incentives. 


FEATURES OF AN INCENTIVE PLAN 


Incentive wage payment plans are most 
effective where there is a direct measure 
of performance. The best incentive per- 
formance will be realized when the plan 





adds to the value this paper will have. 





A DEFINITIVE DISCUSSION 


In the course of this paper on wage incentive plans, which Mr. Wollam pre- 
sented at the Midwestern Regional Conference of Controllers, in Detroit, there 
is packed as much information as it would appear possible to put within the 
confines of the alloted space. That the information is based on broad experience 
and a thorough appreciation of the factors involved in wage incentive plans 


—THE EDITOR 
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is simple enough for the operatives to 
understand, with data available so that 
they can calculate their own earnings, 
if they so desire. The performance stand- 
atds should be closely related to produc- 
tive output. They may be expressed in any 
true measure of accomplishment as long 
as it is a function of completed product. 


SPECIAL FEATURE INCENTIVE PLANS 


Safe-guards for Run-Away Incentives 


There is a tendency on the part of man- 
agement to look for special feature incen- 
tive plans to safe-guard the possibility of 
run-away incentive payments. If such 
plans are effective safe-guards against run- 
away incentives, generally they become so 
complicated that the operatives cannot cal- 
culate their own pay and they soon de- 
velop a distrust of the plan. It is ex- 
tremely difficult to incorporate in a plan, 
features that will safe-guard all the func- 
tions of incentive administration. 

It would seem better to spend more 
time and money on setting up a simple, 
equitable plan, which would stimulate 
production, and to administer it soundly 
than to establish a complicated system, 
further confused by administrative safe- 
guards. The simple plan offers two bene- 
fits, namely; (1) It affords a complete 
analysis of manufacturing operations and 
(2) it places no limit on the development 
of skill and the giving of effort by the op- 
eratives. 


SUPPLEMENTARY BENEFITS FROM AN 
INCENTIVE PLAN 


The direct benefits derived from an in- 
centive plan are the development of addi- 
tional skill, stimulation of additional ef- 
fort and the release of unusual ingenuity 
by the operatives. These are all obtained 
to a greater or lesser degree under any 
good incentive plan. Incentive systems are 
too often given credit for improved per- 
formance and greater productive output 
which did not directly result from the in- 
centive system. In order to install an in- 
centive system properly and to maintain 
sound standards a great deal of analysis 
of operations is required. The direct result 
of this analysis shows improvements of 
manufacturing methods, removal of bottle 
necks and a better flow of materials. 
These improvements would have resulted 
from that type of analysis without any in- 
centive plan. Nevertheless, they are usu- 
ally credited to the installation of the 
plan. 


Uses for Performance Standards 


The performance standards for produc- 
tive operations are usually related quite 
closely to productive output. For this rea- 
son they are used for many purposes other 
than the bases of incentive payments. In 
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some plants there may be twenty or more 
uses made of performance standards. 
They may be just as valuable to good 
manufacturing performance as the incen- 
tive plan. These are supplementary bene- 
fits from an incentive plan which are of- 
ten overlooked in evaluating a system. 
Among the most important of these are: 


1. Plant planning and layout of facilities. 

2. Production planning and scheduling. 

3. Methods analysis and cost reduction. 

4. The basis of costs (particularly standard 
costs). 

5. For preparing estimates for sales negotia- 
tions. 

6. Budgetary control for manufacturing de- 

partments. 

7. Determination of a proper day’s work. 

8. The basis of wage incentive payments. 

There are many more which could be listed. 


THE APPLICATION OF GROUP 
INCENTIVES 


Group incentives may be established 
where, as a result of the nature of the 
work, there is a community of interest 
among the operatives. They may be ap- 
plied where cooperation between opera- 
tives works for the benefit of all opera- 
tives and the management. Groups work 
most effectively where a group leader has 
been appointed to assign work within the 
group and to plan the work for the group. 
He usually makes or aids in making the 
set-up of the manufacturing operations. 


Cost OF ADMINISTRATION OF AN 
INCENTIVE PLAN 


In considering the cost of administra- 
tion of ‘an incentive plan, there are two 
factors which we should not overlook. 

A major gain in supervision cost should 
not be expected. The general experience 
is that supervision will cost just as much, 
or perhaps slightly more, under an incen- 
tive plan as it will without one. The gain 
must be in other directions, such as: 


1. Better utilization. of facilities. 

2. Greater production for same number of 
qualified operatives. 

3. Savings in training cost. 

4. Other expenses based upon number of 
employees. 


You may ask, doesn’t the group system 
of wage payment reduce the number of 
foremen required for the same output? It 
may in some cases; this may be true for 
foremen alone but you must consider the 
Industrial Relations problems, the addi- 
tional piece count, the Time Study and 
Quality Control for Incentive Administra- 
tion. These will compensate for any such 
savings. It is often penny wise and pound 
foolish to try to save on supervision and 
staff functions required for incentive ad- 
ministration. 

Many items of cost which are attributed 
to an incentive plan may be present in 
any well-planned operation. The expense 


would be incurred whether there were ap 
incentive plan or not. One of these is the 
cost of establishing performance stand. 
ards. 


THE PRINCIPLES OF THE SOUND Apmw. 
ISTRATION OF AN INCENTIVE Sysrey 


Wherever you apply power you must 
have regulation, control and maintenance, 
In the case of the steam system no steam 
engineer would consider turning high 
pressure steam into a system without ade. 
quate steam mains, valves, steam traps, | 
pressure regulators, condensers, etc. Like. | 
wise with an electrical system, the ele. | 
trical engineer would not think of closing 
the switches and circuit breakers in the 
power house (which feeds a distribution 
system) until adequate cables were pro. 
vided and properly insulated. He would | 
make certain that the system had ade. | 
quate protective devices, such as circuit 
breakers with automatic releases which | 
would cut off any portion of the system | 
that gave trouble; also disconnect switches 
which would isolate that portion of the 
circuit until it was in a condition to op- 
erate again. Without these protective and 
control devices, power in the cables is a 
potential source of danger. 

Now an incentive system is a means for | 
applying power, and may be compared 
with steam and electrical power systems. 
This power is a aie different sort, never- 
theless, it is a form of power. It is a 
power vested in human emotions. It is 
the power of human desires. These de- 
sires take the form of an urge to earn | 
more money, a wish for a higher standard 
of living; a desire to save more money for 
a rainy day or for old age, a desire for | 
more and better recreation, money for 
hobbies, avocations, pleasure, and travel. 
These emotions are strong, they ate deep- | 
rooted, they are constant and everlasting. | 

Like steam and electricity, this power of 
human emotions can be converted into 
work. If properly applied, it will stimu- 
late production; it will urge the workmen 
to apply more effort, to develop more 
skill. It will result in better utilization of 
plant facilities. 

As with the steam lines for the steam 
system and power lines of the electrical 
system, the incentive system must be de- | 
veloped for the proper application of this 
power of human desires. It must have its 
regulation and controls fully planned. 
Without this development and planning, 
the energy will not be effectively applied 
and the incentive system is very likely to 
get out of control. This planning of appli 
cation, regulation, control and mainte 
nance of the incentive system we elect 0 
call Incentive Administration. 

With your permission I shall review 
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. Apply incentives only after a sound 


The first cardinal principle of incentive 
application is to apply incentives to oper- 
ations where there is a direct measure of 
performance. 

SYS- 
tem of application, regulation, and 
control has been developed. 


. Before an incentive plan is installed, the 
organization should understand it and- 


favor its installation. 
Train organization to install the plan 
properly and administer it soundly. 


5. Make certain that manufacturing methods 
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17. 
18. 
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and processes are right before setting 
performance standards. 

Determine the design, process and manu- 
facturing specifications which must be 


met. 

Establish sound and accurate performance 
standards. 

Provide a guarantee of permanency of 
performance standards against unwar- 
ranted changes. 

Be in a position to review with opera- 
tives or employee representatives, at any 
time, the studies and data by which 
standards were established. 

Dispatch work to operatives in an 
impartial manner and without discrim- 
ination. 

Provide an adequate piece count control. 
Maintain a capable and well-informed 
timekeeping and payroll organization. 
Maintain an accurate attendance control. 
Require that pay documents be delivered 
to the timekeeper currently as the work 
is completed. 


. Provide sufficient auditing of payroll 


documents to establish adequacy of 
information, proper authorizations and 
approvals. 

Control extra allowances granted beyond 
performance standards. 

Avoid the use of any subsidization. 
Stimulate effort on the part of incentive 
workers. 

Maintain a constant follow of methods 
and processes by the time study and 
methods department. 

Change performance standards promptly 
as changes in methods and processes 
occur, 


1, Apply Incentives to Operations Where 


There Is a Direct Measure of Per- 
formance. 


For an incentive plan to work effec- 
tively, the operative should be able to see 
the direct result of his applied effort and 
skill. The measure of performance should 
be clear to him and he should be able to 
calculate his own accomplishments. If 
the incentive plan is too complicated, the 
operative may distrust it. If the measure 
of accomplishment is indirect, he may lose 
interest in it. This is particularly true if 
he shares his earnings with others who are 
not directly associated with him in his 
work. To stimulate a maximum of skill 
and effort, the incentive plan should be 
simple and the performance measured di- 
rect to the individual or group. 


2. Apply Incentives Only After a Sound 


System of Application, Regulation 
and Control Has Been Developed. 


_ An incentive plan, no matter how good 
in fundamental principle, must be tailored 
to fit each application. Once it has been 
engineered, the procedures to be em- 
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ployed should be prepared in manual 
form and issued to those who will ad- 
minister it. It is not sufficient to deal in 
general principles; procedures should be 
prepared in detail. 


3. Before an Incentive Plan Is Installed 
the Organization Should Understand 
It and Favor Its Installation. 


Before an incentive plan is installed in 
a plant, all members of the organization, 
who are to have any part in its adminis- 
tration should thoroughly understand it. 
They should be instructed concerning the 
part they are to have in its administration. 
Management should be certain that the 
Supervisory Organization and the heads 
of the various staff departments believe in 
incentives, and desire the installation of 
the incentive plan. An incentive plan, no 
matter how well conceived or adapted to 
the particular plant or industry, will never 
be successful unless the supervisors and 
the entire organization responsible for its 
administration are concerned for its suc- 
cess. A poor incentive plan with full 
backing of the organization is more likely 
to succeed than a good plan administered 
in a half-hearted manner by a disinter- 
ested organization. The attitude of the 
Operatives, their authorized representa- 
tives, and the officers of the bargaining 
unit—if there is a union—is very im- 
portant. These persons should not be 
overlooked or ignored if the plan is to 
succeed. 


4. Train Personnel To Install the Incen- 
tive Plan Properly and Administer 
It Soundly. 


The responsibility for the administra- 
tion of an incentive system rests with the 
Line Organization and several of the 
Staff Organization. The organizations 
which have major responsibilities are the 
following: 


. The Line Supervisory Organization. 

. Time Study and Methods Department. 

. Quality Control Department. 

. Piece Count Department. 

. The Accounting Department including 
the Timekeeping, Payroll, and Auditing 
Departments. 

6. The Industrial Relations Department. 

7. The Production Planning and Scheduling 

Department. 


MAWNH 


All these departmental organizations 
should be qualified to perform their part 
in the administration. It is a dangerous 
ptactice to start an incentive plan without 
an adequately trained organization quali- 
fied to establish standards of performance. 
It would probably result in unsatisfactory 
performance standards with many griev- 
ances in subsequent administration. 

The Line Organization should always 
play the major role in Incentive Adminis- 
tration. In some manufacturing organiza- 
tions this has been delegated to the Time 
Study Department or even to the Account- 
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ing Department. Essentially, employee 
performance is the responsibility of the 
Line Organization. Therefore, it is funda- 
mentally unsound to expect to delegate 
any portion of this responsibility to a staff 
organization. Poor performance and in- 
subordination must always be the personal 
concern of the Line Supervisory Organiza- 
tion. 

Generally, it has been found unsatisfac- 
tory to have the standards of performance 
established by the foreman or some other 
member of the Line Organization. This 
usually requires a technical knowledge 
and special training, which is not ordi- 
narily given to a foreman. In very small 
plants where a staff organization is not 
maintained, this function can be per- 
formed by the foreman or some other 
member of the department. 


5. Make Certain That Manufacturing 
Methods and Processes Are Right 
Before Setting Performance Stand- 
ards. 

One of the most vital parts of the pro- 
cedure of setting performance standards 
is the analysis of methods and operations 
to make certain that the designs, processes 
and manufacturing methods are proper 
for performing the functions being meas- 
ured. If this work is properly performed 
the operating standards will have a firm 
foundation. They must be established ac- 
curately and equitably. Otherwise, they 
may lead to grievances, loose time values 
and even dissatisfaction with the whole 
incentive system. 


6. Determine the Design, Process and 
Manufacturing Specifications Which 
Must Be Met. 


Accurate standards of performance can- 
not be established well without the deter- 
mination of the design, process and qual- 
ity standards which are required. When 
performance standards are being estab- 
lished they should clearly define the spec- 
ifications under which they are established. 
The department which interprets these 
specifications and makes the decision as 
to whether this work is usable under these 
specifications is the Quality Control De- 
partment. Therefore, this department has 
a vital function in incentive Administra- 
tion. 


7. Establish Sound and Accurate Per- 
formance Standards. 

This is a function of the Time Study 
and Methods Department. It is a tech- 
nique that is well understood by the In- 
dustrial Engineering profession. Men in 
this department are technical or semi- 
technical. They are required to possess 
specialized knowledge of evaluation of 
performance, and of manufacturing meth- 
ods and processes. Their training is par- 
ticularly vital. Many of the difficulties ex- 
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perienced in the administration of the 
incentive system have been traced directly 
to inadequately trained time study person- 
nel. Much of the training is too general, 
particularly that given by educational in- 
stitutions, industrial engineering firms, 
and others not specifically acquainted with 
the requirements of the particular appli- 
cation. Training, in order to produce qual- 
ified men, must be directly focused on 
the job at hand. It must be consistent 
with the manuals and procedures which 
will be used after the training period. Too 
often there is a complete lack of coordi- 
nation between the training and instruc- 
tion work and the procedure manuals to 
be used later. This is particularly true if 
the training is done by an educational in- 
stitution or an instructor who does not 
have specific knowledge of the plant in 
which the men are to work. 


8. Provide a Guarantee of Permanency 
of Performance Standards Against 
Unwarranted Changes. 

Incentive workers will give neither un- 
controlled effort nor unrestricted per- 
formance unless they feel that perform- 
ance standards have a guarantee of per- 
manency. 

In the past, certain companies have 
operated their incentive systems on a pol- 
icy of reducing incentive standards when 
employee earnings became greater than 
were anticipated at the time incentive 
standards were established. They justified 
the action on the grounds that the initial 
standards were not established properly. 
After the standards had been cut, the 
operative in an attempt to maintain his 
previous earnings increased his effort. By 
increased effort and improved skill and 
ingenuity, he sometimes re-established his 
previous earnings. 

In some instances, this procedure was 
repeated the second time. Only in rare 
cases was the operative able to re-estab- 
lish his earnings to the former levél the 
second time. Psychologically this was a 
bad practice. It led to dissatisfaction on 
the part of the operative who began re- 
stricting his output in order to avoid re- 
vealing the looseness in the time stand- 
ards. The union officials started a con- 
certed drive against the practice. The 
practice of reducing incentive standards 
was known as ‘Cutting Standards.” The 
resultant increase in effort by the opera- 
tive was referred to by the unions as 
“Speed-up.”” If an incentive plan is to be 
operated satisfactorily, there must be a 
mutual confidence between the operatives 
and management. 

The better plan is to set the standards 
more carefully initially and modify them 
only when there is a clerical or mathe- 
matical error in their determination or 
when there is a significant change in man- 
ufacturing methods, design, tools, equip- 
ment, servicing or production conditions. 
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This plan will establish a mutual confi- 
dence between the operatives and man- 
agement, and will result in unrestricted 
output. This is one of the most important 
factors in the successful administration of 
an incentive plan. 


9. Be in a Position To Review With Op- 
eratives or Em ployee Representatives, 
at Any Time, the Studies and Data 
by Which Standards Were Estab- 
lished. si 


Since performance standards affect the 
employee's earnings they are very often 
the subject of grievance. They are often 
contested on the grounds that they are 
inaccurate, that they do not provide sufh- 
cient allowance for performing the work, 
or that the operative’s skill and effort 
were not given proper rating in the estab- 
lishment of the standards. In order to 
answer these grievances and to prove fair- 
ness of administration, it is necessary to 
be prepared to review the basis of estab- 
lishment of standards with the operative 
or his authorized representative, at any 
time. 


10. Dispatch Work to Operatives in an 
Impartial Manner and Without Dis- 
crimination. 


For good incentive control, work should 
be dispatched to the operatives without 
possible discrimination between opera- 
tives. This is not so important in the case 
of groups, because usually an order speci- 
fies the particular group to perform the 
work, and the assignment of work within 
that group is handled by the Group 
Leader. But in locations where there are 
parallel groups or where the work is per- 
formed by incentive individuals, this is 
quite vital and may influence the earnings 
of the employees. For example, orders are 
not received in identical quantities and 
an Operative who has a long run order 
is likely to be able to make better earn- 
ings than one who is constantly faced with 
tearing down and setting up of machines 
or facilities. Then, too, there is certainly 
some difference (there should not be too 
much) in the looseness or tightness of 
performance standards. Some jobs are 
soon known as good jobs, while some are 
known as tight jobs. Therefore, dispatch- 
ing must be done in an absolutely im- 
personal manner, if management is not to 
be charged with discrimination. It is 
probably not wise to dispatch orders too 
far in advance of the receipt of the ma- 
terial, or too far in advance of the date 
when processing or production must be 
started. This sometimes leads to pay 
manipulation. 


11. Provide an Adequate Piece Count 
Control 

An essential part of the administration 

of any incentive system is to provide an 





accurate piece count control. This not only 
includes the actual counting of the pieces 
but also provision for furnishing this jp. 
formation to the Timekeeping and Pay. 
roll Department in a systematic and safe 
manner. There are many possibilities fo, 
duplication of counts for the turning ip 
of work more than once for the modifica. 
tion of records of completed parts and 
other matters which must be carefully 
considered in setting up the system of 
control. The work of piece count may, in 
some cases, be performed by the Quality 


Control Department. In others, this func. | 


tion is performed by the Production De. 
partment or the Accounting Department, 


12. Maintain a Capable and Well In. 
formed Timekeeping and Payroll 
Organization. 


After the payroll document has been 
completed with approvals for time, qual- 
ity, and quantity, they are placed in the 
custody of the timekeeping and payroll 
department. Since these documents be. 
come the basis for the calculation of em. 
ployee earnings, proper handling of them 
is an important step in the administration 
of the incentive plan. From the viewpoint 
of the employee, it is necessary to main- 
tain an organization with strict discipline 
and accountability in order to maintain 
the respect of the operator. From the 
point of view of management, many ir- 
regularities can happen to payroll docu- 
ments if they are not handled in a busi- 
ness-like manner. Therefore, the time 
clerk or a member of the Timekeeping 
Department, who establishes the attend- 
ance record and handles the payroll doc- 
ments from which calculations are made 
for incentive earnings, should be a te- 
sponsible individual with a good knowl- 
edge of the incentive system. The Payroll 
Department, of course, must be accurate 
in its calculation of earnings; it must 
maintain good and adequate records in 
order to answer claims for shortages and 
other disagreements. It must have a sys- 
tematic procedure for the calculation of 
payrolls under the incentive plan, and 
those making such calculations must un- 
derstand the plan thoroughly. 

13. Maintain an Accurate Attendance 
Control. 


In Plants that have a piece work sys 
tem, and particularly those where ef- 
ployees are permitted to work irregular 
hours, the maintenance of an accurate at- 
tendance control may not be essential. 
But, for the majority of the other incen- 
tive systems, particularly those where incen- 
tives are measured in terms of hours, where 
incentives are calculated periodically, and 
not for each order produced, attendance 
control is a vital part of the administta- 
tion of an incentive system. There are sev 
eral means for obtaining accurate attend: 
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ance records. We are not concerned with 
the relative merits of any, as long as they 
rovide a reasonably accurate record of 
elapsed hours for incentive workers. 


14. Require That the Pay Documents Be 
Delivered to the Time Keeper, Cur- 
rently, As the Work Is Completed. 


If pay documents are not delivered to 
the timekeeper, currently, as soon as they 
are approved for quality and quantity, 
many possible irregularities may occur. 
Among these are the manipulation of in- 
centive efficiencies and incentive earnings 
and the creation of a serious temptation 
for fraud, by modifying quantities, and 
changing the allowances. Therefore, it 
should be a fundamental principle that 
the pay documents are released to the 
timekeeper as soon as the inspector and 
piece counter approve for quality and 


quantity. 


15. Provide Sufficient Auditing of Pay- 
roll Documents To Establish Ade- 
quacy of Information, Proper Au- 
thorization and Approvals. 

This is another function of the Ac- 
counting Department. It should be per- 
formed on sufficient numbers of pay docu- 
ments to make certain that they are 
properly authorized by the foreman or 
other individuals, that the time recorded 
or other performance standards are right, 
have not been tampered with, and that 
the number of pieces approved for qual- 
ity and quantity is correct. They must 
make certain that where extra time pay- 
ments have been granted, these are prop- 
erly authorized and approved, that they 
appear to be reasonable. It would seem 
not unreasonable, considering the im- 
portance of the extra time payments, to 
have a 100 per cent. audit of these par- 
ticular documents. It would be preferable 
to make such an audit before they go into 
Payroll. But, if this is impracticable, they 
should certainly be audited after the pay- 
tolls have been closed and adjustments 
made promptly where unjustified pay- 
ments are discovered. 


16. Control of Extra Allowances Granted 
Beyond the Performance Standard. 


In the establishment of the perform- 
ance standards, all foreign operations and 
ittegularities are eliminated from the 
time used in the computation of those 
standards. To these allowances are added 
standard allowances to cover a certain 
amount of normal irregularities, time for 
personal needs, and an allowance for 
fatigue. These prove adequate under 
average conditions, but they make no 
provision for the abnormalities and_ir- 
tegularities beyond average conditions. 
Therefore, in order to be equitable and 
fair with the incentive workers, it is neces- 
Sary to make some provision for the grant- 
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ing of additional allowances to cover 
these irregularities. The privilege of grant- 
ing such additional allowances, of course, 
can be delegated exclusively to members 
of the organization entitled to administer 
the incentive system. These people are 
responsible individuals and should not 
grant such allowances without a knowl- 
edge of the reason for them. In each 
case, they should provide an adequate 
extra allowance, but no more than the 
operative is entitled to. This is a most 
vital factor in the proper administration 
of an incentive system. It is a means 
which supervisors may elect to use for 
subsidization of the incentive workers. 
all extra allowances that are granted 
require the authorization of the foreman. 
They should never be granted without an 
investigation, and the amount of allow- 
ance should be established by recognized 
procedure. Proper authorization, descrip- 
tion of the irregularities, and approvals 
should be obtained before the Payroll De- 
partment grants these extra allowances in 
the computation of employee earnings. 


17. Avoid the Use of Any Subsidization. 


One of the most dangerous practices 
which has come into being in the adminis- 
tration of the incentive system is that of 
subsidization. It should not be tolerated 
in an organization since it undermines the 
very foundation of the incentive plan. 
It is a form of pump-priming. If con- 
tinued, it will result in a reduction of ef- 
fort by the operatives and a decrease in 
productive output. When operatives feel 
that they can get subsidies, they will not 
apply proper effort. Consequently, the ad- 
ministration of the incentive plan often 
becomes a battle of wits. 


18. Stimulate Effort on the Part of In- 
centive Workers. 

The greatest benefit is derived from an 
incentive system when the operatives ex- 
ceed the incentive standards. This pro- 
vides better utilization of facilities, in- 
creased output for the same number of 
trained operatives, better earnings for the 
operatives. It provides better satisfied 
Operatives with a corresponding reduc- 
tion in labor turn-over, and a general im- 
provement in morale. Therefore, it is 
wise on the part of management, after 
sound standards have been established, to 
show the operative how he can increase 
his output, and to aid him in obtaining 
the best possible output commensurate 
with good health. It is the added skill, 
effort and ingenuity of the operatives that 
make an incentive plan successful. All 
means available should be employed by 
management to stimulate employee effort 
in connection with the incentive system. 
It is important that the supervisors have 
confidence in the soundness of the per- 
formance standards established in ac- 
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cordance with the recognized procedure. 
It is essential that the operatives have 
confidence in the fairness of the adminis- 
tration of the incentive system. 


19. Maintain a Constant Follow of Meth- 
ods and Processes by the Time Study 
and Methods Department. 


In a manufacturing industry which has 
a diversity of products, changes in design, 
processes, manufacturing methods, mate- 
rials, production conditions, etc., soon ob- 
solete the performance standard if they 
are not kept up to date. For this reason, 
it should be a constant duty of the Time 
Study and Methods Department to main- 
tain a vigilant watch for changes which 
will affect these performance standards. 
As soon as a significant change is discov- 
ered, studies should be made to re-estab- 
lish the performance standards. 


20. Change Performance Standards Soon 
as Changes in Methods and Proc- 


esses Occur. 


Considering the importance of the 
guarantee of performance standards, and 
the necessity for evaluating significant 
changes which justify modification of 
those standards, a major responsibility is 
placed upon the Time Study Department 
for proper administration of this function. 
It is a general principle that performance 
standards will not be changed except 
where there is a clerical error in the de- 
termination of the performance standards, 
or when there is a significant change in 
the method and manufacture of the prod- 
uct, the design of the product, the tools 
for manufacturing, the material from 
which it is made, or the production and 
servicing conditions surrounding its man- 
ufacture. If the employee recognizes that 
no change will be made in the standards, 
except under those conditions, he has a 
feeling of security; he will apply his skill 
and effort to obtain the best possible per- 
formance. On the other hand, if he feels 
that his standards are subject to cutting 
at any time, he is not willing to reveal 
the possibilities of earnings in those per- 
formance standards. Consequently, when 
the time study engineer attempts to make 
a study for the re-establishment of the 
performance standard, he considers that 
he is justified in fooling the engineer 
in any way possible, in order to maintain 
as much of his previous earnings as he 
possibly can. However, with a clean cut 
procedure and a clear statement of policy 
by management, that time values will not 
be changed except for these justifiable 
conditions, the operative will not feel 
that he is being unfairly treated when 
those changes are made. The only excep- 
tion to this occurs where the operative 
has contributed, as a result of his ingenu- 
ity, improvements to methods and proc- 
esses. In this case, it is unsound to con- 
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tinue to maintain the original standards 
of performance since this might place the 
commodity in a non-competitive position. 
However, the operative should be com- 
pensated in some other manner for his 
suggestions, his gadgeting, and his in- 
genuity, and a re-study should be made 
to provide proper standards of perform- 
ance on which to measure the operatives. 
Another reason why it is unsound to al- 
low the obsolete standards of performance 
to remain in effect, even though they 
were the result of the ingenuity of the 
operative, is that he may not always per- 
form those operations, and some other 
Operative may receive unjustified earnings 
as a result of those loose allowances. 
Therefore, it is considered proper and 
good business to change the performance 
standards promptly, when there is a 
change which justifies their modifications. 
It behooves the Time Study Organization 
to be constantly alert and to follow all 
changes in design, all changes in methods, 
processes, product, materials, and produc- 
tion and servicing conditions and to keep 
the performance standards consistent 
therewith. It is well for the manufactur- 
ing organization to sustain a constant pro- 
gram of methods improvement, thereby 
keeping their manufacturing methods 
modern and their performance standards 
up to date and accurate. 


CORRECTION OF BAD PRACTICES WHICH 
HAVE DEVELOPED IN THE ADMINISTRA- 
TION OF THE INCENTIVE SYSTEMS 


During the war, Industries compro- 
mised many phases of their incentive sys- 
tems, violating many principles of ad- 
ministration. They misapplied incentives, 
installed many of them without sound 
standards. They did not maintain the 
standards consistent with changes in man- 
ufacturing methods and processes. They 
subsidized their operatives. They granted 
excessive extra allowances without proper 
investigation and authorization. They in- 
stalled indirect incentives with very ques- 
tionable relationships to direct standards. 
Individual managements may have con- 
sidered these irregularities justifiable dur- 
ing the war period. Now, they must re- 
study these practices on the basis of their 
effect on domestic, peace-time production. 

Have you ever given a child a toy. 
which belonged to another, then tried to 
take it away from him? Operatives, in 
many instances, have received unearned 
wages under poorly administered incen- 
tive plans. Management must return to the 
principles of good administration. This 
is fundamental. It is the only way to a 
sound economy. In some cases, it will not 
be easy. 

We must re-establish our procedures. 
We must rebuild confidence. We must re- 
stimulate the will and a capacity for work 
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on the part of operatives. Many such es- 
sentials must be regained at the negotiat- 
ing table through collective bargaining. 
It may be difficult, but it must be done. 


Subsidization 

As it is with government, so it is with 
industry. The practice of subsidizing is 
very easy to start, but very difficult to 
stop. In the case of government, it is sel- 
dom stopped until appropriations are ex- 
hausted. In industry, it is not stopped 
until executive management outlaws it. 

Subsidization is a form of “pump 
priming.” A pump that requires perpet- 
ual priming is not working properly. An 
incentive system which requires subsidiza- 
tion is either inadequate or is not being 
administered properly. 

Some plant managers claim that it is 
necessary to subsidize the operatives to 
get them to bring their performance up 
to the incentive standard. Their theory is 
that the operatives have to get a taste of 
incentive before they will give more than 
a day-work performance. The Unions 
have, in some cases, expressed the same 
idea. 

Other plant managers consider that to 
start it is a dangerous practice, that if sub- 
sidies are necessary it is an admitted weak- 
ness on the part of the supervision of the 
plant. It is certainly true that work placed 
on incentive for the first time requires 
extra supervision during the early stages 
of manufacturing. This includes new lines 
of product, new designs, and products 
manufactured by new methods. A sub- 
sidy is a poor substitute for additional 
supervision, planning, and personal atten- 
tion which new lines of product require. 

Some incentive plans start paying a 
bonus below the make-out point for in- 
centive standards. The paying of bonus 
before standard is reached may, to some 
extent, overcome this problem of sub- 
sidies for new product lines and new de- 
signs. 


Additional Allowances to Incentive Work- 
ers 

In establishing incentive standards, all 
irregularities, foreign operations, tempo- 
rary delays and the effect of special con- 
ditions are eliminated. The allowances 
are established for the average qualified 
operative giving average effort and exer- 


‘ cising average skill. Allowance is granted 


for personal needs, normal delays and 
fatigue. 

It is obvious that under ordinary work- 
ing conditions irregularities will occur be- 
yond those covered by the allowances. No 
incentive plan is equitable which does not 
make some provision for these extras. 
However, unless the granting of these 
extra allowances is kept under proper 
control, it constitutes an ever-present 
threat of subsidization. The responsibility 


for this control rests with the line Organi- 
zation and several of the staff depart. 
ments, including: 


. The Time Study and Methods. 
. The Quality Control. 

. Production Dispatching. 

. Piece Count Department. 

. Accounting Department. 


WA Rw de 


Over-Assigning Duties to Group Leaders 

There is a general tending to over. 
assign duties to Group Leaders. It often 
happens that duties normally assigned to 
the line supervisory organization or to the 
staff organizations are delegated to the 
Group Leader. Among these are duties 
normally performed by: 


The Assistant Foreman 
The Production Dispatcher 
The Piece Counter 

The Inspector 

The Timekeeper 

The Time Study Man 


In addition to loss of control of the 
operation of the group, under these con- 
ditions, two bad circumstances usually de- 
velop, the first from a financial and budg- 
etary control viewpoint. In this case the 
group time allowances are increased to 
compensate for these additional duties, 
which in turn means an increase in time | 
allowances for the operations. If the budg- | 
etary control is established with some te- 
lation to productive hours or productive 
labor, this automatically increases the al- 
lowances for factory expense. Therefore, 
there is little incentive to reduce the line | 
and staff organizations, even though some 
of their duties have been reassigned to 
the Group Leader. This is a difficult mat- 
ter for the Budget Supervisor to detect 
unless he follows very closely the methods 
for establishing incentive standards. 

In the second case, the Group Leader's 
base rate is increased to pay him for ad- 
ditional responsibilities. This inflates the 
direct labor rate or develops labor vati- 
ance. 


PROFIT SHARING PLANS AS INCENTIVES 


Fundamentally, profit-sharing should 
provide an interest on the part of em 
ployees in the well-being of their com- 
pany, in its productive output and in the 
efficiency of all operations. Profit-sharing 
may have a very good psychological ef- 
fect on the employees. It may raise their 
standard of living. It may build a better 
feeling of loyalty and cooperation. It may 
help to control labor turn-over and ab- 
senteeism. 

Let me give you an example of the 
effect of a good attitude on the part of 
an employee. I once negotiated with 4 
Union Bargaining Committee in one 0 
our plants. One member of the commute 
owned a number of shares of stock of 
the Company. His attitude on matters 

(Please turn to page 414) 
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Budgetary and Financial Planning as 
Related to the Controller's Office 


During recent years, greater recogni- 
tion has been given to the controller's 
function in analyzing the operating data 
that has been accumulated under his di- 
rection. This has added a substantial 
load to the controller's job since he 
must still be responsible for accurate 
and prompt accumulation of current 
operating data into reports of various 
kinds. Once these reports of what has 
gone on in a company during a given 
petiod have been prepared, they are 
merely history and, as such, are valuable 
only to the extent that they must be 
used for reporting to the various gov- 
ernment agencies and to the owners of 
the business. The real value of reports 
of prior activities comes only from use 
that can be made of them in projecting 
expected performance in the future. In 
contemplating future operations we 
must, of course, take into consideration 
physical factors such as the size and 


condition of production facilities; size, 


condition, and location of physical in- 
ventories; the arrangement and loca- 
tion of office space, and such. However, 
the principal requirement in the suc- 
cessful operation of any business, re- 
gardless of its size or complexity, is an 
intelligent and well informed group of 
people. 

Much has been done to mechanize 
business, but I have not as yet heard of 
any business that can be operated with- 
out people, so the main point that I 
want to make is that budgetary and fi- 
nancial planning can be most effective 
in an organization only if the figures 
tepresent understandable physical and 
mental activity of the individual people 
in the business. This means that every 
individual in the business who has any 
part in the management must under- 
stand as far as possible just what is ex- 
sig of him in any future period. 

hey should have a part in saying what 
they can do and what they expect to do. 
This does not mean that the plan of 
operation for any given period must be 
inflexible, but it does mean that there 
must be a reasonable measure of per- 
formance in each unit of the business 
under varying circumstances. 

The controller's job in financial plan- 
ning requires him to translate into dol- 
lars the things that the people in the 
business say they can do. These dollars 
are then put together in their proper 
telation to determine that enough dol- 
lats are coming in to take care of the 
expenditure indicated by the various 
Management levels, with some margin 
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left over as profit to the owners of the 
business. Since this little problem in 
arithmetic may not come out with the 
right answer, the part of the control- 
ler’s job requiring the greatest skill will 
then face him. He must keep himself 
so informed on the many phases of the 
business that he can determine, with 
reasonable accuracy, which individual's 
portion of the forecasted activity is the 
most out of line in the over-all picture. 
Having determined those out of line, he 
must be prepared to convince them that 
they are out of line and to provide sug- 
gestions to them for getting back into 
line. 

This fairly simple statement of the 
controller’s problem is by no means so 
simple in solution. Individual control- 
lers in their own companies, students 
and professors in universities, The Con- 
trollers Institute, and other accounting 
groups have, after considerable study, 
developed accounting techniques for as- 
sisting the controller in bringing the 
various factors into balance—dollar and 
cents wise. Some of these projects in- 
volve accounting techniques and ter- 
minology peculiar to accountants. Peo- 
ple in other departments of the com- 
pany generally have not gone into the 
details of these accounting techniques 
and do not understand terminoloy pe- 
culiar to the accountant so that it is well 
for a controller to confine any technical 
discussions or demonstrations of ac- 
counting technique to his own group of 
specialists. Discussions with other de- 
partments on pis ae of past activity or 
any phase of advance planning should 
be in a language that is common to the 
everyday activities of the department 
whose actions are being discussed. The 
translations of these activities into dol- 
lars should be kept on as simple a basis 
as possible so that there will be no mis- 
understanding in the requirements in 
any department affected. Everyone un- 
derstands dollars in their own personal 
financial transactions but, unfortunately, 


not everyone connected with the man- 
agement of a business understands the 
dollar effect on the business of his ac- 
tions. Thus, it becomes a duty of the 
controller to make the effect of these 
various actions, either past or contem- 
plated in the future, clear to every level 
of management. 

In the average business, regardless of 
size, no one should know more about 
any particular segment of the business 
operation than the person in charge of 
that segment. This applies to depart- 
ment heads, superintendents, foremen, 
area managers, and supervisors, to men- 
tion a few of the titles given to people 
in the various management levels. So, 
in any advance planning program, the 
opinions of those in all management 
levels should be solicited and the final 
judgment as to what is expected in the 
planned period should be clearly ex- 
plained. The reasons for changing the 
suggestions of the managers should be 
given to them at the same time the final 
goal is explained. Obviously, the con- 
troller cannot talk to each person hav- 
ing a managerial job in the organiza- 
tion, but he is, nevertheless, responsible 
for devising and setting into motion a 
plan that provides for such handling 
along organization lines. 

Regardless of how soundly con- 
ceived the over-all planning program 
may be, the actual results will not be as 
good as the plan unless each part of 
the organization knows what is ex- 
pected. Furthermore, each part of the 
organization must do its planned share 
and, in having some responsibility for 
drawing up the over-all plan, each 
manager will be more encouraged to do 
his particular share of the job. If the 
individual efforts are stimulated by giv- 
ing each manager a part in the plan- 
ning, it is the controller’s job to see that 
there is proper co-ordination so that the 
greatest benefit will accrue to the com- 
pany as a whole. To do this, he must 
take counsel from the president and 





THE PAST PREVIEWS THE FUTURE 


Today’s corporate controller must be more than an accumulator of accurate 
operating data. Like Janus, the two-faced Roman God who looked both back- 
ward and forward, the modern controller must project expected performance 
in the future from the reports of prior activities which have been developed 
within his division of the company. Mr. Rager’s paper indicates that, while the 
controller’s role is of great importance, there is required the fullest cooperation 
of each responsible individual in the business. 


—THE EDITOR 
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all department heads and, in addition, 
seek information from sources outside 
his company. Some of the more impor- 
tant things that must be considered in 
the controller’s over-all view of advance 
planning would include: 


Four PoINnTs 


First, the economic factors pertinent 
to the industries or population groups 
that the business is proposing to serve. 
Since these factors will be variously af- 
fected in different areas, more specific 
information must be available on the 
economic conditions of the areas in 
which the company intends to operate. 
If the company is nation-wide or world- 
wide, then the national and world eco- 
nomics are very important considera- 
tions in advance planning. 

Second, the scope of the potential 
market must be clearly visualized in the 
mind of the controller. In the final plan, 
this is interpreted into dollars with 
some sub-division by areas or product 
classifications so that the economic 
factors first mentioned can be properly 
considered in the proposed areas of 
operation. 

Third, the condition of the company’s 
competitors has an important bearing in 
determining the propriety of certain 
expenditures or Sales Department am- 
bitions. This would include a general 
knowledge of their ability to produce 
products or services which the control- 
ler’s company proposes to market. The 
approximate percentage of the market 
covered by the various competitors and 
the geographic distribution of the com- 
petitor’s efforts also tie in with the 
scope of the company’s potential mar- 
ket.in the general economic picture. 

Fourth, the conditions of the sup- 
pliers of the commodities and service 
to be sold, must be given proper weight 
in the over-all picture. In considering 
suppliers, the company’s own pfo- 
duction facilities, which includes both 
the physical facilities and the personnel 
who will provide the services, must be 
carefully appraised in relationship to 
the economic conditions, the scope of 
the market, and the competitive situ- 
ation. In the case of products to be 
resold, the ability of the principal sup- 
pliers to provide a continuity of supplies 
in. relationship to that of their compet- 
itors is very important in the over-all 
picture. 

Obviously, to have all this infor- 
mation at hand, the controller must 
rely in a large measure on the facts 
accumulated by other departments of 
the business. It would not seem reason- 
able for the controller to make inde- 
pendent checks of all the points men- 
‘tioned above, and, to get this informa- 
tion, he must be capable of discussing 
the specific problems of other depart- 
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ments and must have the confidence of 
the department heads. 

In considering more specifically the 
detailed approach to the over-all plan- 
ning program under the direction of 
the controller, two principal phases 
become evident: First, budgeting— 
which generally relates to estimates of 
costs under certain fixed conditions 
and, second, forecasting over-all oper- 
ating results, whether they be for a 
short term such as a quarter or a year, 
or a long term of five years or more. 

Budgeting calls for a greater use 
of experienced or engineered measure- 
ments of cost to do a predetermined 
volume of work. These measurements 
of expected work are based on actual 
experience in the past or on an engi- 
neered analysis of the work to be done. 
In setting the budget of any operat- 
ing unit, the manager of that unit must 
have full knowledge of how the subject 
was approached and should be encour- 
aged to put in his ideas as to how the 
job could be simplified and thus less 
expensive. Several probable volumes or 
levels of the work within the range of 
the probable demand on the particular 
unit should be set up so that budgets 
can be used to quickly accumulate data 
needed in the forecasts and, at the same 
time, can be used as a measure of cur- 
rent operating efficiency. The extent to 
which the setting of standards of per- 
formance should be carried, should be 
finely balanced against the potential re- 
sults. For plant operations, an indus- 
trial engineering unit is generally used 
and the controller should assist the 
manager of that unit in setting up con- 
trols to see that he does not spend more 
than the results can justify. This justifi- 
cation must be not only to the top man- 
agement, but to the management of the 
individual groups whose efficiency is be- 
ing measured by the standards. For 
clerical activities in all departments, the 
controller's procedure specialists should 
set up standards for performance of 
clerical work. Here, the controller has 
a dual responsibility—first, to provide 
this analytical service to the other de- 
partments and to units of his own de- 
partment and, second, to see that the 
cost of the service is not out of line 
with its value. He must convince the 
other department heads that he can pro- 
vide the service more economically than 
they can provide it within their own de- 
partments. 

More recently, personnel or indus- 
trial relations departments have budg- 
eted the proportion of employees in the 
various job classifications which should 
be required in the various operating 
units. Generally, this work should be 
tied in with that of the procedure ana- 
lyst in determination of personnel re- 
quirements in offices and with the in- 
dustrial engineering department in 


plant operations. As these specialized 
services are developed in Organizations 
they tend to impinge on the responsibil. 
ities of the managers of the various Op- 
erating departments of the business, and 
it is up to the controller to keep the 
whole organization in balance. He does 
this by, first, assuring himself whether 
these services are worth the money that 
is being paid for them and, second b 
convincing the managers that the pes! 
ice will be worthwhile to them and 
would cost less than if each of the man. 
agers tried to provide the service for 
themselves. 


START WITH SALES 


All business must have income with 
which to operate, so that the forecast. 
ing program usually starts in the Sales 
Department. The Sales Department will 
provide an analysis of the potentials by 
market areas and products, at least for 
the major items, and the controller 
should provide some simple means of 
converting this to dollar selling prices 
or cost. The forecast should be com. 
pared with past experience where eco- 
nomic conditions are similar to those 
which are expected in the forecasted 
period. These forecasts of sales poten- 
tials must be translated into require- 
ments from the various sources of sup- 
ply, whether they be the company’s own 
production facilities or outside sup- 
pliers. Usually, after the final sales pro- 
gtam is determined in light of avail- 
ability of material, then dollar quotas 
by areas and a detail by products, should 
be set up, based on the estimated selling 
prices. The expenses of operating the 
Sales Department should next be deter- 
mined and they should be in line with 
the profit resulting from the sales 
quotas assigned. 

The review by the managers in the 
Sales Department, indicating what they 
think should be spent, is called into 
play at this point. If the managers in 
the sales organization indicate too great 
an expenditure ‘for the profit potential 
on the sales, the controller has the tre- 
sponsibility of reconciling their think- 
ing. Some experience with forecasting 
in a company will at times permit the 
establishing of standards of Sales De- 
partment expenditures against certain 
sales volumes. Where physical com- 
modities are sold, or purchased for use 
in operation, the controller has a real 
responsibility in analyzing recommen- 
dations as to whether material should 
be purchased in quantities and. stored, 
or whether it should be purchased as it 
is needed for either sale or use. Ware: 
housing costs can run up the total cost 
of any physical sBesneley rather fap- 
idly. During the war period, many of 
ganizations have been prone to attempt 
to secure commodities and hold them 
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in inventory in advance of actual re- 
uirements, because they cannot be cer- 
tain that when the requirement came 
they would be able to get the material 
from the normal source of supply. The 
storing and warehousing of quantities 
of commodities adds a number of costs, 
the most obvious one is the day to day 
cost of operating the warehouse unit, 
but the one that can be extremely ex- 
pensive is the obsolescence of materials 
in the stock due to changes in engineer- 
ing specifications or other factors. There 
is also the dollar investment required in 
carrying stocks for subsequent use or re- 
sale. The forecasted sales must be in- 
terpreted into production requirements 
for any operating facility the company 
may have. 

Because of the production cycle in a 
good many businesses, it is necessary to 
plan the sales program at least a year 
ahead to assure a reasonable economy in 
manufacturing costs. In making the 
estimate of cost of production for a par- 
ticular period, budgets which are under- 
stood by the operator and are based 


either on engineered standards or the 


operator's estimate of cost at the esti- 
mated level are tied in to the control- 
ler's program. This permits the sales 
estimate of physical products to be in- 
terpreted into dollar costs and thus indi- 
cate to the Sales Department what the 
margin is. If the sales program indicates 
that more facilities than those currently 
available are required, careful analysis 
by the controller is needed in compar- 
ing the cost of selling the product from 
other suppliers or in recommending a 
capital investment to expand the plant 
facilities. In the case of merchandise 
purchased either for resale or for oper- 
ating supplies, the controller should be 
fairly familiar with the Purchasing De- 
partment approach and, as indicated 
earlier, should be familiar with the gen- 
eral economic condition of the sup- 
plier’s business and the financial status 
of the principal suppliers. The supplier 
offering the lowest immediate price is 
not always the cheapest supplier. Some- 
one else will offer services or insure 
continuity of supply that would not be 
available from the supplier offering the 
cheapest unit price. Here again, the con- 
troller has a very definite responsibility 
in seeing that factual analyses are made 
of the cost of buying direct as needed 
with the cost of buying in larger quan- 
tities and warehousing. 


ADMINISTRATIVE COSTS 


When the total sales volume and rate 
of operation in the manufacturing fa- 
cilities are determined, a review of the 
administrative department’s cost in rela- 
tionship to volume and general eco- 
fomic conditions should be made with 
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each administrative department head. 
In making the review and taking the 
recommendations of the department 
head, operating level budgets, engi- 
neered standards, or just an ordinary 
estimate by the department head can be 
used. With the further development of 
job evaluation, the department head 
may present a forecast of requirements 
for personnel on the basis of number 
of persons required by job classifica- 
tions which should be translated into 
dollar cost, costing not only at present 
rates but at probable future rates. With 
the sales volume determined, and all 
costs brought into reasonable balance, 
an expected earning summary or profit 
and loss statement will be made avail- 
able. Other factors, such as purchases for 
inventory or new plant facilities, will 
permit the preparation of a statement 
of financial position, or balance sheet. 
A business rarely has operations ex- 
actly as planned, regardless of how 
much care is exercised in setting up the 
forecasts, so that the controller must be 
alert to changes in underlying condi- 
tions in economic factors which would 
call for changes in plants, and bring 
these matters to the attention of the 
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Board of Directors, president, or de- 
partment heads, depending on the seri- 
ousness of the conditions. The control- 
ler, of course, will report a comparison 
of actual performance against the plan, 
and this comparison has the greatest 
value if the manager getting the report 
has fully understood and co-operated 
in setting up the operating plan in the 
original instance. The individual man- 
agers will also be more alert to necessity 
for changes when they see that situa- 
tions are not developing as originally 
contemplated in the plan. 

While I have attempted to go 
through the steps that the controller 
would ordinarily take in setting up ad- 
vance planning, I have endeavored to 
indicate that the controller cannot do 
the job alone. He must have the fullest 
co-operation of each manager in the 
business from the top management 
down to the smallest unit foreman or 
supervisor, so that the controller's real 
job is one of making the mechanics of 
getting the plan together appear in the 
true light of its importance to the in- 
dividual manager in his job from day 
to day, and not merely a routine clerical 
burden. 


Federal Debt Record Over Many Years 
Is Depicted 


The enormous cost of the recent war, 
requiring huge borrowings on top of the 
debt remaining from the first World War 
and the great depression, has created a 
situation without parallel in the history 
of the United States, it is pointed out in 
a recent issue of ‘Tax Digest.” The fol- 
lowing summary will be of interest in 
that connection: 

1790-1917: The federal government 
commenced operations in 1790 with a 
gross national debt of $75.8 million or 
$19.12 per capita. The debt rose to a 
peak of $127.3 million in 1816, follow- 
ing the War of 1812, but by 1836 was 
entirely paid off. Receipts were chiefly 
from customs duties. 

“In 1860 the debt was only $64.8 
million, or $2.06 per capita. In 1866, 
following the Civil War, the debt was 
$2.8 billion or $77.69 per capita. There- 
after, the debt gradually was reduced 
until in 1893 it amounted to $961.4 mil- 
lion or $14.49 per capita. Various in- 
ternal taxes supplemented customs du- 
ties as sources of revenue. The Spanish 
War and a falling off of customs reve- 
nues caused an increase in the debt in 
1899 to $1.4 billion or $19.33 per capita. 

“Except for a demand for government 
bonds as security for national bank notes, 
the debt might have been paid off in the 
early years of the present century. The 
debt on March 31, 1917, just prior to 
our entrance into the first World War, 


was $1.3 billion or $12.36 per capita. 


“World War I: The peak of the World 
War I debt was reached on August 31, 
1919, with a total of $26.6 billion or 
$250.18 per capita... .. 

“The debt on June 30, 1920, stood at 
$24.3 billion, a reduction of $1.1 billion 
having been made during the preceding 
fiscal year..... The lowest postwar 
debt was $16 billion or $129.66 per cap- 
ita, on December 31, 1930. 

“The Depression: The fiscal year 1930 
was the last in which the budget was bal- 
anced. The debt commenced its upward 
climb, reaching $42.9 billion or $325.63 
per capita on June 30, 1940, at which 
time expenditures in the defense program 
were commencing to be made. The total 
on November 30, 1941, just before our 
entrance into the recent war, was $55 
billion or $412.32 per capita. 

“World War II: The debt rose rapidly 
during World War II. The total gross 
debt on June 30, 1942, was $72.4 billion 
or $537.35 per capita; on June 30, 1943, 
$136.7 billion or $1,001.55 per capita; 
on June 30, 1944, $201 billion or $1,- 
456.54 per capita; on December 31, 1944, 
$230.6 billion or $1,662 per capita; and 
on June 30, 1945, $258.7 billion, or $1,- 
855.58 per capita. The gross public debt 
on August 14, 1945, when the Japanese 
accepted surrender terms, stood at $262.6 
billion, in addition to which there was 
$505 million of guaranteed obligations.” 
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Scanning the Controllership Scene 








Do you find these figures significant? 
Federal Debt 


Fiscal Persons Gainfully Federal Tax Revenues 

Year Employed per Worker per Worker 
1926 44,845,000 $ 72 $ 438 
1931 44,306,000 61 379 
1936 43,742,000 88 875 
1941 47,379,000 145 1,168 
1946* 52,159,000 679 5,272 


* Estimated 
—The Tax Foundation 


Mounting Fire Losses Ave a Threat 


The nation-wide problem presented by mounting fwe losses, 
which is closely tied in with the insurance risk structure, is 
one that deserves analysis not only by insurance companies, but 
also by corporation officials. During this past April, fwe losses 
rose by $14 million over April, 1945. The total, more than $52 
million, was the highest ever recorded in April. The March, 
1946, record was likewise costly with estimates placing the fire 
loss at more than $53 million, the National Board of Fire 
Underwriters reported recently. 


Vast Foreign Loans Already Underway 


More than $6 billions have already been expended by the principal 
creditor nations to other countries and pending loan contracts cover 
an additional $4 billions. The United States alone has actually 
signed and consummated credit extensions abroad totaling $2,800 
millions and that, according to a study by the Federal Reserve Bank 
of New York, is exclusive of a $650 millions credit to the United 
Kingdom for settlement of lend-lease and acquisition of American 
surplus property. A similar credit of $720 millions has been extended 


to France. 
None of these loans includes the pending $3,750 millions loan 


to Great Britain. The Export-Import Bank is as yet the principal 
lender in this country with authorized loans totaling over $2 billions. 
To the end of March, however, the Export-Import Bank had dis- 
bursed approximately $170 millions. 


Commercial Paper Shows Strikes’ Effects 


The decline in outstanding open-market commercial paper 
during March, when the total was 4 per cent. lower than the 
month before, provides “an incomplete but significant indi- 
cator of the extent to which the movement of goods from 
factories into consuming channels has been retarded this 
year,” the “New York Times” pointed out recently. Despite 
the decline in dollar total during March, 1946, however, that 
month was still 17 per cent. above the figure for March 1945, 
reflecting the enlarged proportion of industrial output going 
into normal commercial consumption. Commercial paper 
normally shows an upturn between the ends of February and 
March, it was stated, and there had been a virtually unin- 
terrupted uptrend in the commercial paper total since last 
summer. 


Reciprocal "Unfreezing” of Assets Is Asked 


The federal government should withhold loans to foreign 
countries which threaten confiscation or stultifying regulations 
in connection with the property of American nationals. So urges 
the National Foreign Trade Council whose board of directors 
pointed out in a recent resolution that American properties in 
Germany and in eastern and southeastern Europe have been 
placed increasingly in jeopardy since V-E Day. The group also 
asked the State and Treasury Departments not to “unfreeze” 
foreign assets here until assurance is received that foreign gov- 
ernments have restored American properties to their owners or 
have provided adequate compensation. 


W holesale-Retail Corporation Profits Reflect Big Spending 


How was the corporation profit pie sliced up during 1945? A¢. 
cording to the Department of Commerce, manufacturing corpora. 
tions accounted for fifty-six per cent. of corporate profits during that 
year. Corporations engaged in wholesale and retail trade received 
18.9 per cent. which was more than double their 1929 share of 9,1 
per cent. Other industries’ share of profits were: transportation 89 
per cent.; communications and public utilities 8.1 per cent., mis. 
cellaneous 8.1 per cent. 

The share received by the wholesale and retail trade group reached 
a record total of nearly $20 billion before taxes last year. 


Income Tax Refunds Expedited; Average Is $40. 


About 30 million of the 50 million persons who made in- 
come tax returns on 1945 income, will get back around $1Y, 
billions, the average refund being more than $40.00. The 
Internal Revenue Bureau officials, in making this estimate, 
also expressed their hope that the repayments would be com- 
pleted by early July. This year’s refunds are approximately 
15 per cent. greater than those for 1944 income taxes, when 
21 million received refunds. 

A year ago, it required seven and one half months for the 
refunding and cost the Government $17 million in interest 
charges, which amount to one half of one per cent. a month. 
This year Internal Revenue officials, through speeding up 
refunds, hope to cut the interest bill by at least $10 million. 


Installment Buying Is Seen Inflation Deterrent 


All previous marks in installment buying may well be ex- 
ceeded in the next year or two and a great competitive struggle 
is indicated among credit companies and banks as to who will 
finance the bulk of postwar buying. That view was presented 
in a recent article in the “Saturday Evening Post’ by A. E. 
Duncan, board chairman of Commercial Credit Company. Such 
a surge of time buying, it was pointed out, will help retard 
inflation because without it “prices would be higher, industrial 
production lower and fewer jobs available.” 


Why Not Tell Who Owns the Corporations? 


A review of annual reports of more than 500 corporations shows 
that few managements are taking the opportunity to correct the “too 
prevalent misconceptions on the extent of stock ownership by the 
wealthy,” according to a study on “Who Owns the Corporations?” 
by Trusts and Estates. While “it is self-delusion- to talk about people 
being ‘capitalists’ and having the same interests as a big stock- 
holder because they have a few shares of stock,” the study points 
out that the saving public has a substantial interest and ownership in 
big business today. The trend is toward even wider distribution 
of public ownership, with stock split-ups, public offerings of closely 
held corporations and general interest in investment following the 
war bond drives. 

The survey was made to find out not only the extent to which big 
business is owned by little investors, but also the extent to which 
corporations are giving ownership data with a view to checking 
current popular impression with the facts about America’s leading 
corporations. Of the 500 reports studied, it was found that about 
half gave the number of sosthedions but only a few gave informa- 
tion which could go far to “correct public misapprehensions and 
point out the identity of interests between business and the citizen.” 


Airline Revenues at New High in 1945 
A new high in operating revenues was reached in 1945 by 
fifteen domestic airlines. But although the total was some $50 
millions ahead of 1944, net income for the lines dropped 9.9 
per cent. from the 1944 level to approximately $17 millions. 
—PAuL HAASE 
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Improvement in Combined Plow and Gun, U. S. Pat. No. 35,600, granted 1862. 
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Patent description supplied upon request. 








Why worry about reconversion ? 


You've heard a lot said about beat- 
ing plowshares into swords, and vice 
versa. Well—that’s no problem with 
this plow. It’s got a weapon built 
right in! 

Gun-plows and other such clever 
combinations do look good — on 
paper. But in actual practice, it’s 
the simple, uncomplicated, direct 
idea that often does the best job. 

That’s true, you'll find, of a fast 


“LW. AYER & SON 


and simple idea called the “Compt- 
ometer Check-and-Payroll Plan.” 
Postings are made directly to the 
employee wage statement attached 
to the check. There’s no involved 
filing, bookkeeping and posting. The 
payroll is completed in less time — 
with less labor. 

The Comptometer Check-and- 
Payroll Plan is error-safe and 
money-saving. Ask your nearest 


Comptometer Co. representative to 
give you full details. The Compt- 
ometer, made only by Felt & Tarrant 
Manufacturing Co., Chicago, is sold 
exclusively by the Comptometer 
Company, 1734 N. Paulina St., 
Chicago 22, Illinois. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


Adding-Calculating Machines and Methods 
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Controllers: Plan Attendance Now! 











Fifteen th Anniversary 
ANNUAL MEETING 


of the 


Controllers Institute of America 
Under the Auspices of the New York City Control 


at the 


Hotel Commodore - New York 


SEPTEMBER 15-18 


Among the subjects to be discussed are the Future 
Program of Federal Taxation... Section 722 and 
Section 102 Problems... Issues in Social Security 
and Unemployment Compensation . . . Controllers’ 
Reports to Top Management... Property Account- 
ing and Depreciation Considerations ... Manage- 
ment Policies ... Pension, Profit-Sharing and Bonus 
Plans 
PLUS 
Industry Conferences ... Special Luncheons... 
The 15th Anniversary Banquet and The Institute's 
Commemorative Dinner 


Hotel and Travel Reservations Should Be Arranged NOW! 
PIII II III III IA III III III IIIA AAAS AAD ASA ASAASACSASCA AA 
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Pacific Controllers Parley Scores 














“The Pacific Coast—Gateway To The 
Future” was swung wide open and one 
hundred controllers caught a vision of 
some of the things which may happen 
in the future, when the San Francisco 
Control acted as host to visiting mem- 
bers and guests from the Los Angeles, 
Portland, and Seattle Controls, on June 
8-9 at the St. Francis Hotel, San Fran- 
cisco. The fifth annual Pacific Coast 
Conference was opened by President 
Teasdel, controller and assistant to the 
president of the Key System Transit Com- 
pany. There were five one-hour consecu- 
tive conference sessions including the 
luncheon session plus the dinner address 
by our genial energetic national president, 
Edwin E. McConnell. Blue sky and cool 
invigorating breezes were present on 
both Saturday and Sunday. Attendance 
at the sessions varied between ninety 
and one hundred. 

The Pacific in World Politics, Social 
Security Issues, Sky Trails of the Pacific, 
Higher Education and Training of the 
Controller, Controllership Responsibil- 
ities, Personnel Problems, What is the 
Controllers Institute Doing and Where 
is it Going?, were the subjects exhaus- 
tively covered at the conference. There 
were many highlights, but perhaps the 
brightest of these were in the address 
on “The Pacific in World Politics” by 
Dr. Robert J. Kerner, Professor of His- 
tory at the University of California, 
who said inter alia: ‘Russia almost re- 
ceived a mortal wound from which it 
will require years to recover. Russia 
does not want war. It will require three 
five-year plans to bring Russia's pro- 
duction to where that of the United 
States was in 1940, and we will not 
stand still in the meantime. The United 
States and Russia are carefully watching 
China and each other. The United 
States fears Russian use of power and 
influence and that same feeling is held 
by Russia.” 

Dr. Kerner thinks China will emerge 
from her own difficulties through the 
leadership of Dr. Hu Shih, president of 
the National University at Pieping and 
will neither be Bolshevistic nor Capital- 
istic but probably Bourgeoisie. He advo- 
cates well considered diplomacy; the 
United States being careful not to take 
an untenable position from which it 
may later be necessary to recede. This 
8ives the appearance of appeasement. If 
we only ask Russia what we would be 
willing to grant to her then we can 
talk to her from the shoulder, the only 
language she understands. Dr. Kerner 


By William T. Werschkull 


was introduced as the luncheon speaker 
by Session Chairman Ralph C. Wamser, 
treasurer of Cosgrove and Company. 
Session Chairman C. Bruce Flick, vice 
president, secretary and treasurer of 
Pacific Portland Cement Company, in- 
troduced Mr. Sigvald Nielsen, promi- 
nent attorney in the firm of Pillsburg, 
Madison, and Sutro. In discussing ‘‘So- 
cial Security Issues,” Mr. Nielsen said 
that the seven billion dollar reserve has 
been spent by the government and the 
fund is represented by I.0.U.’s. The 
California Unemployment Commissign 
has collected one billion dollars and 
paid out two hundred and fifty million. 





Los Angeles Members Fly to 
Pacific Coast Parley 


Over half of the more than thirty mem- | 
bers of the Los Angeles Control, who at- | 
tended the Pacific Coast Conference on | 
June 8 in San Francisco, flew to the meet- | 
ing in a C-47 transport. ‘Screen credit” | 
went to’ Messrs. Willard D. Morgan and | 
Murray S. Gelbar of the Garrett Corpora- | 
tion, who arranged to have the airplane | 
placed at the disposal of the Control mem- | 
bers by their company. 











The crystal gazers say that our present 
collections are adequate, but how do 
they know? Administration of Califor- 
nia’s Unemployment Fund has been far 
from perfect. During 1944 when work 
was available everywhere, California 
paid out ten million in unemployment 
benefits. The Murray-Wagner-Dingle 
Bill, passage of which is quite possible, 
seeks further federalization of all social 
security whether or not states’ rights 
are further infringed. The bill presently 
includes complete control of medical, 
dental, and all other allied professions. 
However, unless some act is passed, So- 
cial Security will cost 5 per cent. after 
January 1, 1947 instead of 2 per cent. as 
it now does. P 

Dr. Clifford E. Maser, Head of the 
Division of Business and Industry of 
Oregon State College, introduced by 
R. H. Spear of Gunderson Bros., Port- 
land, spoke on “Higher Education and 
Training of the Controller.” In an in- 
spiring address, he stated that some ed- 
ucators failed because they did not show 
relationship between the courses taken 
and business—they do not show the 
overall picture. Dr. Maser believes con- 
trollers are made—not born; that a 
good business man should be a good 


member of society; that he should be 
first an applied social scientist and a 
business man afterward. He stated that 
they did not teach men how to become 
controllers at Oregon State College, but 
rather taught men whom they hoped 
would later become controllers. 

‘How Big Do You Have To Be” was 
the subject ably discussed by Ralph B. 
Knott, associate of McKinsey and Com- 
pany of San Francisco. He was intro- 
duced by Session Chairman W. T. 
Werschkull, controller of The San Fran- 
cisco Bank and Secretary of the San 
Francisco Control. 

“Personnel Problems Within the Con- 
troller’s Department” was the subject 
covered by Dwight Orr, controller of 
the Weyerhaeuser Timber Company, 
Tacoma, Washington, who was intro- 
duced by Session Chairman R. P. Stein, 
cashier of Seattle Trust and Savings 
Bank, and president of the Seattle Con- 
trol. 

Dudley E. Browne, controller of 
Lockheed Aircraft Corporation and first 
vice president of the Los Angeles Con- 
trol, gave an interesting and colorful 
talk on “Sky Trails Into The Pacific’s 
Tomorrow.” He was introduced by 
Rollin E. Ecke, Session Chairman, con- 
troller of Farmers Automobile Inter- 
Insurance Exchange and second vice 
president of the Los Angeles Control. 

Chairman Frank Teasdel, President 
of the San Francisco Control, presided 
at the dinner meeting and after a few 
fitting remarks, handed the gavel to 
Toastmaster Guy P. Jones, controller of 
Consolidated Chemical Industries, and 
vice president of the San Francisco Con- 
trol. He introduced various dignitaries, 
honorably mentioned those who helped 
to make the conference a success, and 
finally introduced Edwin E. McConnell, 
our national president. In a very inter- 
esting and forceful manner, Mr. Mc- 
Connell told us what was going on at 
the national headquarters. His commit- 
tee work with the Bureau of the Budget 
in Washington has doubtless saved 
many thousands of dollars of expense 
through the reduction of the number 
and volume of forms and questionnaires 
which would have been requested by 
various governmental bureaus. Many 
other matters of importance to control- 
lership and business in general were 
discussed. 

Sunday was devoted to entertainment 
of the visiting controllers. 








The Controller's Place in 
Programmed Management 


Almost all of our present manage- 
ment controls are of recent origin. At 
the conclusion of World War I, double 
entry bookkeeping was the recognized 
basis for financial control. With few 
exceptions, cost data were historical 
rather than current, and Taylor's basic 
principles of what was to develop into 
industrial engineering were fast gain- 
ing acceptance. 

At the close of World War II, on the 
other hand, we have a wide variety of 
management techniques to apply to con- 
trol problems. Costs, whether job, 
standard, or process, are current, and 
provide sound bases for control. Manu- 
facturing operations can be planned 
and scheduled to insure optimum util- 
ization of facilities, funds and person- 
nel. Sales operations frequently are 
based upon realizable as well as reason- 
able sales forecasts. Compensation plans 
as developed by the systematic, objec- 
tive methods of job evaluation. Com- 
pany organization is commonly predi- 
cated upon the functions required for 
the conduct of the business first and 
only secondarily upon the unique abil- 
ities of members of the staff. 

In the past decade, outstanding man- 
agements have made substantial prog- 
ress in integrating these various tech- 
niques inte the control of the business 
as a whole. In other words, detailed 
planning is no longer the prerogative 
solely of the production planning de- 
partment, nor is it limited to manufac- 
turing operations. Rather, good com- 
panies utilizing programmed manage- 
ment ome every phase of their opera- 
tions, beginning with the sales forecast 
which anticipates the next year’s busi- 
ness. It is this type of over-all pro- 
gramming which we propose to ex- 
amine in some detail and to relate to the 
Controller’s activities in the modern 
executive structure. 


ADVANTAGES OF PROGRAMMED 
MANAGEMENT 


Programmed management is of par- 
ticular interest today because of the 
pressure for meeting aggressive price 
and quality competition that will surely 
develop in all fields. It accomplishes 
this objective by enabling the company 
to determine far in advance 


1. What products will be sold during the 


company year 


By Donald E. Ackerman 


2. Approximately how many units of each 
product will be sold 
3. When delivery must be made. 


With such information available, de- 
tailed planning of the manufacturing, 
financial and distributing activities be- 
comes possible, and all of these can be 
established on a coordinated time sched- 
ule. 

The practical advantages of the pro- 
grammed approach to management 
which will appeal to the controller are 
these: 


1. Adequate time is provided to insure 
that, through suitable planning, delivery 
dates can be met and customer good will 
enhanced. 

2. Much more uniform plant work- 
loads become possible, thus avoiding the 
heavy expense of overtime or the train- 
ing of green operators to meet the peak 
load conditions on the one hand and the 
heavy overhead charges which necessarily 
result from under-capacity operations at 
other times of the year. 

3. Programming of work not only in a 
department but also from one department 
to another becomes possible, thus provid- 
ing a basis for the required over-all coor- 
dination. 

4. With greater simplification and bet- 
ter definition of duties at all levels of 
the company, and with the programming 
of work within and between departments, 
a basis for better over-all control of costs 
is available. 

5. The responsibilities of each em- 
ployee can be fixed and defined more 
definitely, so that he may learn his job 
better. 

6. Supervision is simplified by permit- 
ting the establishment of performance 
standards. 

7. The products can be adequately en- 
gineered for production so that use of 
the allearound mechanic with his high 
skill and high wages can be minimized in 


favor of operators of limited skill ranges, 
This results in decreased labor costs while 
maintaining product quality. 

8. Employees’ tasks can be greatly sim. 
plified, and this markedly facilitates e. 
fective supervision. 

9. More effective use is made of avail- 
able labor. 

10. Because of the greater simplifica 
tion and better definition of employees 
tasks, more effective and more economi- 
cal employee training is possible. 

11. Non-productive man time is te. 


duced. 
BASIS FOR PROGRAMMED OPERATION 


The experienced controller will rec- 
ognize that programmed management 
is neither a “‘system’ nor a series of | 
procedures; rather, it is a philosophy of | 
company operation which is being em- | 
ployed successfully by many well-man- | 
aged corporations of both large and | 
small size. The principles are equally | 
applicable to mass production Re job- | 
bing plants, though they must be ap- 
plied differently in each type. 

The basic principles of programmed 
job shop operation are: 


1. Coordination of operations by man- 
agement 

2. Specialization of activity by adminis. 
trative units 3 

3. Programming of work load 

4. Objective, quantitative control of per- 
formance. 





Coordination of Operations by Manage- ¢ 
ment « 
Minimum over-all costs are possible x 


only if the activity of all departments is 
coordinated to that end. Perfection of 
the manufacturing operations alone will 
not insure minimum over-all costs. If 
uneconomical manufacturing runs are 
required because of an unnecessarily 

broad product line, or if an inadequately A 


‘7 





the top management of his company.” 





THE CONTROLLER AS A TREND-FINDER 


In this discussion of programmed management, Mr. Ackerman, a manage- 
ment consultant with McKinsey & Company, points out that the controller who 
can utilize programmed management techniques to discover important trends 
relating to the corporation’s over-all program, “occupies an assured place in 





—THE EDITOR 
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engineered product must be produced, 
the over-all costs will be excessive de- 
spite the best efforts of the manufactur- 
ing department. 

The sales department must make up 
in salesmanship for the moderate loss of 
sales convenience that goes with the 
proper simplification of the product 
line. Engineering department costs must 
be increased to secure adequate engi- 
neering, if this is less costly over-all 
than to require the manufacturing de- 
partment to work from scanty, incom- 
plete or inaccurate drawings. 

This essential coordination of de- 
partmental and subordinate activities to 
give the lowest over-all costs cannot be 
left to the various departments as a 
group or delegated to a committee. It 
is a primary function of management, 
for which the chief executive of the 
company must assume ultimate respon- 
sibility. The advantages of over-all co- 
ordination are not confined directly to 
smoother operations and the facilitation 
of programming. 

As one executive commented, ‘In ad- 
dition to better over-all operations the 
coordination which we established as 
part of our plan of programmed man- 
agement disclosed a number of execu- 
tive weaknesses which we had not sus- 
pected. We found that programs tended 
to break down at two specific points in 
our organization and this we traced to 
the inadequacies of two individuals 
which we were able to correct by train- 


” 


ing. 


Specialization of Activity of Administra- 
tive Units 

If coordination is to be effective and 
provide economies, the activities of ad- 
ministrative units (starting with de- 
partments and ending with individuals) 
must be specialized as fully as the na- 
ture of the operations permits. 

When duties of administrative units 
overlap, or when a single unit is charged 
with duties of different basic types, then 
these factors make for higher costs: 


1. It is not possible to fix responsibility 

2. Broadly experienced, expensive per- 
sonnel is required 

3. Training and supervision are less ef- 
fective because of the multiplicity of 
activities which exist 

4. Non-productive time is difficult to de- 
tect and eliminate 

5. Employees’ tasks are complex and it is 
hard to improve methods of operation. 


If, on the other hand, each adminis- 
trative unit performs a single or a small 
group of closely related, specialized 
tasks, management can easily fit them 
efficiently into the pattern of the com- 
pany’s over-all operations. 

To many, specialization of activity 
implies an automaton-like career for the 
personnel involved and suggests a cold, 
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impersonal organization that discour- 
ages initiative and imagination. Actu- 
ally, most people possess a very narrow 
range of aptitudes which they can exer- 
cise with pleasure to themselves and 
profit to their employer. 

The assignment of properly selected 
persons to specialized duties thus en- 
ables them to make the best possible use 
of their individual abilities without the 
discouragement that results from duties 
for which they may be only moderately 
well suited. The many aptitude indi- 
vidual also finds a better outlet for his 
abilities in the specialized organization 
because of the need for such persons for 
supervision and coordination work at 
all levels in the business. 


Programming of Work Load 

Having specialized administrative 
units to use, management can then pro- 
gram the flow of work to the various 
departments of the company, to insure 
that products are available to meet de- 
livery requirements, to attain the most 
even production load possible, and to 
insure that every individual is either 
fully loaded at all times or else is elimi- 
nated as an unnecessary element of cost. 

Programming, to secure a level shop 
load involves, of course, more accurate 
forecast of sales, modification of parts 
lists to define forecastable parts pe ir 
lateral activities which must be pro- 
grammed in their turn if a coordinated, 
economical operation is to be obtained. 


Objective, Quantitative Control of Per- 
formance 


Specialization of activity (with its 
emphasis upon the definition and per- 
formance of standardized tasks) and 
programming (with its emphasis upon 
the performance of these tasks at a given 
time and within reasonable stated time 
limits) make possible and necessary the 
definition of performance standards 
with respect to labor and other person- 
nel utilized, materials consumed, and 
overhead allocated. 

It is not even neecssary to compare 
actual performance against these stand- 
ards in every instance. Through the use 
of standard cost and performance con- 
trol, it is merely necessary to determine 
which tasks have resulted in out-of-limit 
performance in order to identify sources 
of excessive cost or delay and to take 
prompt remedial action. 

Application of these well tested prin- 
ciples to company operation constitutes 
the basis for programmed management. 
Their application to whatever extent is 
permitted by the nature of the specific 
company's activities will provide the 
maximum attainable effectiveness at the 
lowest possible cost which can be se- 
cured. This will result in economies 
considerably in excess of those which 
can be obtained by the very best con- 


ventional but unprogrammed type of 
operations. 


Need for Company-W ide Ap proach 


As already mentioned, many of these 
practices are commonly used within jp. 
dividual departments. The essence of 
programmed management is the appli. 
cation of these tested methods by to 
management to the over-all Operation, 

On this basis, when we speak of pro- 
duction standards we do not confine it 
to the manufacturing department alone. 
Rather, we envision the establishment of 
sales quotas for the salesmen just as 
surely as the establishment of standards 
for the lathe operator. We also expect 
that executive assignments will be such 
as to permit objective evaluation of per. 
formance. 

To many who are unfamiliar with 
programmed management, it may ap. 
pear that a great deal of work is neces. 
sary to prepare for its application in any 
specific case and that it may result ina 
rigidity of operations which would be 
repellent to many desirable types of 
employees. 

With reference to the first of these, 
it should be emphasized that the form 
which programmed management takes 
in any particular company is highly de- 
pendent upon the nature of that com- 
pany’s operations, and the requirements 
will vary widely for companies of dif- 
ferent types. There is no predetermined 
definition, except in principle, of what 
programmed management means in any 
particular enterprise. 

It follows, therefore, that the pre- 
paratory work required for achieving 
programmed management will also vary 
widely from company to company. Ex- 
perience has shown that if a company’s 
operations are of a type as to require 
substantial preparatory work, they are 
likely to be of a type which will benefit 
fully from the adoption of programmed 
operations. 

With respect to the second view, pro- 
grammed management, once undet- 
stood and properly organized and ad- 
ministered, progressively gains converts 
because of the greater freedom of action 
which it permits the individual within 
his range of ability. A collateral ad- 
vantage arising from the more careful 
specification of job duties is freedom 
from interference by others, an advan- 
tage which is often much more substan- 
tial in practice than might be anticipated 
in theory. 


AN ACTUAL CASE 


Let’s see how programmed manage- 
ment works out in an actual case. Here 
is a company having an annual sales vol- 
ume of approximately two and a half 
million dollars, which manufactures and 
distributes special processing equipment 
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Little brown pay envelopes. Fat ones. 

Overtime filled them. Office over- 
time. Nine to five wasn’t enough. The 
work wasn’t finished. People must stay 
and when they stay they get paid. 
Overtime hangs gloomily over this 
man and his budget. 

Can anything be done to avoid the 
nagging, unprofitable round of after- 
hour duties that by rights ought to be 
cleaned up in daylight? 





Moore Business Forms, Inc., can 
pare clerical overtime to the bone — 
and has done so in business after 
business. 

Moore looks at your business forms 
with unprejudiced eye. If forms are 
too complicated, Moore can simplify. 
If they multiply work, Moore revises 
to reduce work, Moore combines, re- 
arranges, puts in a word here, a new 
arrangement there. The record, in 


AMERICAN SALES BOOK CO., INC., NIAGARA FALLS AND ELMIRA, N. Y. 


PACIFIC MANIFOLDING BOOK CO., INC., EMERYVILLE; LOS ANGELES, CALIF, 


GILMAN FANFOLD CORP., NIAGARA FALLS, N. Y. 


COSBY-WIRTH MANIFOLD BOOK CO., MINNEAPOLIS, MINN, 
MOORE RESEARCH & SERVICE CO., INC., NIAGARA FALLS, N. Y. 
SOUTHERN BUSINESS SYSTEMS, INC., ORLANDO, FLA. 


MOORE BUSINESS FORMS, INC. (New Southern Div.), DALLAS, TEX.; ATLANTA, GA. 


"In Canada—Moore Business Forms, Ltd., succeeding Burt Business Forms, Ltd., Toronto 


Western Sales Book Co., Ltd., Winnipeg and Vancouver 
National Sales Check Book Co., Ltd., Montreal 


hours and dollars saved, has been con- 
vincing to companies large and small, 
all over America. 

Any business, of any size, can bene- 
fit from Moore’s unequaled experience 
in this field. For information, get in 
touch with the nearest Moore division, 
as listed below, or its local office. Moore 
stands ready to supply you with every- 
thing from a simple sales book to the 
most intricate multiple-copy forms, 


MOORE BUSINESS FORMS, inc. 


ADV. BY N.W. AYER 
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to an industry for which it is the largest 
source of equipment supply. It sells di- 
rect to its customers. The product line 
is broad and well established. 

The company engages in extensive 
engineering development work to de- 
vise new and improved products. The 
annual unit sales of any one product 
are sufficiently small and the character 
of different products is sufficiently di- 
verse that extensive line-production 
methods are generally inapplicable. 

Another characteristic tending to- 
ward job-shop type of manufacturing is 
the fact that some modification of many 
of the products is required in many in- 
stances if the detailed specifications of 
the customer are to be met. 

Now, in what ways and to what ex- 
tent can such a company, which is of 
only moderate size, benefit from pro- 
grammed management? 


The Product Line 

Effective programming of over-all op- 
erations, with its resulting increase in 
economy and profit, is dependent upon 
carefully chosen’ product lines. Most 
product lines tend to accumulate items 
over the years for which there is only a 
small sales volume, and this is partic- 
ularly the case when customers are per- 
mitted wide latitude in specification of 
product modifications. 

The first step toward programmed 
management, therefore, should be: 


1. Careful study of sales during several 
normal years to determine what products 
and product modifications have been sold. 

2. An analysis of this information to 
determine the reason for each offering. 

3. A further analysis to determine 
which of these products and product mod- 
ifications are actually essential for supply- 
ing the trade basic requirements. 

4. Consideration of technological trends 
in the trade to determine the probable 
nature of future customer demand. 

5. The elimination from the regular 
line of the non-essential items. 

6. The adoption of the policy of sup- 
plying non-essential products when de- 
sired, on a special basis, provided the cus- 
tomer is willing to pay the extra cost 
which their production entails. 


In one case, such a program resulted 
in the reduction of the number of items 
in the product line by thirty per cent. 
In this instance, the remaining products 
were entirely satisfactory for supplying 
the trade’s needs, so that the smaller, 
better chosen, more compact product 
line resulted in increased profits for two 
reasons: 


1. The volume of high-cost, specially 
engineered and (often) job-made modipfi- 
cations was reduced. When unusual items 
were sold, the price recognized fully the 
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added cost of abnormal production and 
each item was, therefore, profitable. 

2. The volume on the standard line 
was increased, thus making longer manu- 
facturing runs possible. 


Product line simplification often en- 
counters opposition from the sales de- 
partment, for there is a very human 
tendency here to meet the customer’s 
wishes as a means of reducing sales re- 
sistance. When carried to extremes, 
however, this always proves to be very 
expensive sales practice, and the test of 
the topnotch salesman is his ability to 
sell the customer the product which is 
both adequate for the customer’s real 
requirements and which is economical 
to produce. Statistics regarding the vol- 
ume trends of individual items of the 
product line, individual product costs 
and related data, which the controller 
is usually able to supply or suggest, pro- 
vide objective bases for product line 
simplification divisions which materially 
facilitate this step. 


Engineering 

Close attention to the engineering 
problems of the company is the second 
step in preparation for programmed op- 
eration. 

Simplification of the product line re- 
duces the engineering load and cost, for 
it eliminates the large majority of one- 
of-a-kind items which must be engi- 
neered for a specific customer but which 
are of no interest to other customers. 
It has a further engineering economy in 
that by increasing the volume of the 
standard items, the engineering cost per 
unit of these items is reduced. 

From an operating standpoint, prod- 
uct line simplification also decreases the 
time lag between the date of taking the 
original order and putting the order 
into the plant, because of the decreased 
application and design engineering ef- 
fort which is required. 

The engineering department can 
make a further substantial contribution 
toward increased economy and the fa- 
cilitation of programmed operation 
through the standardization of parts in 
its engineering design work. Even in 
the average job manufacturing opera- 
tion, parts standardization can be car- 
ried considerably further than many ex- 
ecutives believe. Every additional ste 
in this direction means less total engi- 
neering time and expense, longer manu- 
facturing runs, more effective field serv- 
ice of products, and greater ease of pro- 
gramming the over-all operations. The 
controller's analysis of inventory trends 
and (often) parts usage is of great as- 
sistance here. 

Engineering makes a further. contri- 
bution to sound management by design- 
ing the basic products so as to be amen- 
able to manufacture economically by 


































up-to-date means. Many managements 
believe they can keep their companies 
competitive only by retaining their old 
equipment which is already fully de. 
preciated. This view completely loses 
sight of the fact that production times 
and labor costs are excessive when 
equipment of this type is relied upon, 
and frequently lower total cost peodaee 
can be obtained by investing in more 
up-to-date equipment. This is partic. 
ularly true at present when large quan- 
tities of wartime manufacturing equip. 
ment in good working condition can s 
purchased for a fraction of its normal 
cost. 

One fallacy which is frequently en. 
countered in instituting programmed 
operation is that it is sound practice to 
provide the manufacturing plant with 
only the most general type of drawings 
from which to produce the products. 
The contention is that this reduces engi- 
neering cost, which is certainly true. 
Unfortunately, it usually entails a dis- 
proportionately greater increase in man- 
ufacturing costs because either 


1. More highly skilled men must be used 
in the manufacturing plant, or 

2. Great wastage of time and materials 
occurs in the manufacturing process. 


Not only does this increase costs, but 
it also greatly interferes with smooth 
programming of work through the en- 
tire organization. 

Finally, appropriate inspection stand- 
ards and instructions must be put on the 
various drawings for the shop's instruc- 
tion. The tightness of tolerances cer- 
tainly depends upon the nature of the 
products being made, but unless they 
are Clearly given, the shop cannot oper- 
ate on a sound basis, because the nature 
of its job has not been completely de- 
fined. 


Organization 

Experience has repeatedly demon- 
strated that—except in very large com- 
panies—management control increases 
in economy and effectiveness with func- 
tional organization. This results from 
the fact that most people possess only a 
very limited range of aptitudes which 
they can exercise proficiently. The non- 
functional organization is wasteful be- 
cause it requires either the use of people 
having limited ranges of skill for a rela- 
tively broad range of activities, or it 
necessitates the use of highly skilled 
personnel for executing a series of rela- 
tively simple activities. The properly 
staffed, functionally organized company 
can operate peels by using people 
of average ability, for each of them ts 
enabled to concentrate his efforts on 
tasks for which he is most skilled. 

In the case-example company, it has 
been customary for manufacturing op- 
erations to be organized on a product 
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Production expediter...... 
Control simplifier .. 
Error cutter........ 
Time-and-paper saver..... 


Right-hand man for the 
methods manager ..... 


How you ean hirea... 


all in 
this new 
stubless 
stencil 
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How can you know that Mimeograph die-impressed 
stencils can speed up your factory paper work and 
simplify control of methods, systems, and factory 
routines? 

Because Mimeograph die-impressed stencils 
have done it for so many leading manufacturers 
these past production-laden years! 

Tested and proved in actual factory use, 
Mimeograph die-impressed stencils are ready now 


Send for this new 
free folder on 
Mimeograph 


die-impressed stencils 


to go to work for you, producing your paper work 
in a single writing, more quickly, more accurately, 
and at lower cost—with clear, black-and-white 
copies that will retain high readability even when 
exposed to hard shop handling. 

Clip and mail the coupon today for the whole 
story on this moneysaving, production-speeding 
use for that Mimeograph duplicator you now have 


—or will be getting soon. 


Mimeograph duplicator 


MIMEOGRAPH is the trade-mark of A. B. Dick Company, Chicago, registered in the U. S. Patent Office. 








COPYRIGHT, A. 8. DICK COMPANY 


A. B. Dick Company, Dept. Q-746 
720 West Jackson Boulevard, Chicago 6, Illinois 


Send me a copy of your new folder, ““Mimeograph Die-Impressed 
Stencils.” 


ee a 
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rather than on a functional basis. 
Groups of men were assigned, under a 
foreman, to the construction of each of 
the different major types of products, 
and the personnel of each group per- 
formed all of the operations required 
for the construction of a particular type 
of product. 

Organization for programming the 
operations in this plant has changed 
this. For example, at present a single 
small group of men procure all material 
from stock and perform the necessary 
simple preliminary operations upon it 
regardless of the nature of the ultimate 
product. From them, it goes to a more 
skilled group which performs more dif- 
ficult operations on parts for all prod- 
ucts. Specialization by product thus oc- 
curs only in the final assembly operation. 

Functional arrangement of tasks is 
essential if sound, economical program- 
ming is desired. Once properly estab- 
lished, this plan is usually well received 
by the employees. It should not be 
thought, however, that it is applicable 
only to the manufacturing department. 
On the contrary, it is equally desirable 
through all other departments, for it 
also facilitates the control of individual 
work loads and the selection and train- 
ing of employees. 


Standards 


Standards have become such a widely 
accepted aid to management that they 
hardly need be discussed. Even in the 
absence of an incentive plan, they are 
required if supervision is to be con- 
structive, and costs kept within bounds; 
if performance is to be measured and if 
adequate planning for the program- 
ming of all phases of the operation is to 
be successful. 

Development of appropriate stand- 
ards is one point at which the experi- 
enced controller can make a major con- 
tribution towards programmed manage- 
ment. Naturally, the determination of 
sound production standards is a matter 
of motion and time study. But the de- 
velopment of other types of standards, 
and the habit of thinking in terms of 
comparisons of standards against per- 
formance throughout all phases of the op- 
eration, are fields in which the control- 
ler can make his training and tempera- 
ment peculiarly valuable. 


Control 

It is usually undesirable to attempt 
programming management operations 
until simple, economical but pertinent 
controls have been established. Control 
reports are most useful if they avoid 
information which is not essential for 
control. Adherence to this rule also 
minimizes the cost of their prepara- 
tion and administration. Controls used 
should serve to indicate 
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1. How well performance is coinciding 
with the program 

2. Where and why out-of-limit perform- 
ance occurs 

3. What units and individuals are doing 
an outstanding job. 


The controller can assume substan- 
tial responsibility for the sound devel- 
opment of the necessary controls. Their 
proper integration is a matter of major 
importance and here the controller's 
over-all point of view can be most con- 
structive. The statistical work should be 
kept to the necessary minimum and this 
often means that it should be central- 
ized under the controller’s direction. 


PROGRAMMED MANAGEMENT IN ACTION 


When a company has established an 
adequately functionalized plan of or- 
ganization, developed a sound, basic 
product line which is satisfactorily engi- 
neered, and provided the necessary 
standards and controls, it can begin to 
operate on a programmed basis. 

A reliable sales forecast is the basis 
for all such subsequent programming. 
This forecast need not be perfect to be 
adequate. The accuracy obtainable de- 
pends on the nature of the industry 
served and the products required. The 
permissible range of error in the sales 
forecast varies widely with the type of 
industry and, even within an industry 
may vary considerably from one prod- 
uct to another. If the sales forecast is 
too low, programming will be badly 
disrupted with consequent high cost to 
meet peak factory operating conditions. 
If it is too heavy, inventories of parts 
and finished products will be unduly ex- 
pensive. 

Sales forecasts should be available for 
a year ahead if this is at all possible. 
Frequently it is possible to develop an 
approximate annual sales forecast for 
general guidance, and utilize a more re- 
fined quarterly forecast as the basis for 
programmed operations. 

This permits adequate planning of all 
operations, insures the completion of 
necessary engineering and production 
while maintaining uniform personnel 
and work loads. Indeed, the first use 
made of the forecast is to estimate the 
engineering, material and shop load re- 
quirements by months, taking into ac- 
count the varying estimated delivery 
dates of the different products. This 
information also provides the basis for 
estimating working capital require- 
ments, for in some cases capital will be 
required to carry inventories of parts or 
raw materials or to secure additional 
equipment. 

This path of attack is entirely fa- 
miliar to the experienced controller. In 
effect, it consists essentially in system- 
atically applying his usual budgetary 


planning activities into the whole range 
of company functions. Probably the 
controller's major contribution to the 
long-range profitability of his company 
comes from his ability to visualize pro- 
grammed management in its entirety 
and to convince his fellow executives of 
the soundness of the plan. 


Developing the Program 

As already noted, sales forecasts have 
been broken down into the time, per- 
sonnel, material, facilities and financial 
requirements of each of the company’s 
major departments. If the program asa 
whole is to prove satisfactory, all of the 
parts must mesh closely. No assump- 
tions should be made by one executive 
without considering their possible ef- 
fects upon other company activities, 
By acting in a liaison capacity, the con- 
troller can be of great assistance to the 
chief executive in insuring that a sound 
over-all program results. 

No program should be approved un- 
til the flow of selected products from 
the taking of the order to the delivery 
to the customer has been checked 
through in detail. 


Operating the Program 

Beginning with the date on which the 
program goes into effect, the control- 
ler’s function shifts from one of plan- 
ning and advising to one of control. 
Successful proetatming requires that 
as much of the control as possible be 
done at the lower levels of manage- 
ment, for in this way bottlenecks are 
most quickly detected and eliminated. 
This also makes for a wider participa- 
tion in the programmed operation, and 
thus enlists the interest and support of 
a wider group of personnel. 

The controller's participation in the 
progress of the program thus tends to 
involve the less detailed phases of the 
flow of funds. Since these are the com- 
mon denominator by which all the other 
variables involved are expressed, the 
controller has an ns tapers to dis- 
cover important trends relating to the 
over-all program, which often cannot 
be apparent to his executive associates. 

These trends are of immediate impor- 
tance in relation to the operations al- 
ready under way. They will become of 
major importance to the business, how- 
ever, only if the controller, through the 
exercise of his skill and ingenuity, can 
utilize them to make each succeeding 
years operations progressively more 
profitable. The controller who can util- 
ize programmed management techni- 
ques to this end occupies an assured 
place in the top management of his com- 
pany. 


* * * 


In 1941, the last prosperous prewar yeat, 
unemployment averaged six million people, the 
Twentieth Century Fund says in a recent study. 
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@ Cash savings of thousands of dollars 
a year, to say nothing of important sav- 
ings in time, earlier closing of the books 
and greatly improved records . . . were 
the results obtained by this company’s 
use of National machines. 

Early in 1943, five National Account- 
ing Machines started on the preparation 
of all pre-payroll work, payroll writing, 
labor cost distribution, material cost 
distribution, Social Security and with- 
holding tax reports and State Unem- 
ployment Insurance reports for close to 
3,000 factory employees. They also 
handled all payroll work for about 350 
foremen and office staff as well as 100 
executives. 

So satisfactory was the work of these 
National Accounting Machines that 
eight more were ordered. These prepare 
the purchase and disbursement records, 
material scheduling and production 
control records as well as factory costs 
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and special plant order costs. Tool 
scheduling is also effectively controlled 
through this equipment. 

The Warner Gear Division of Borg- 
Warner Corporation is one of many 
famous concerns reporting better re- 
sults and important savings from the 
use of National Accounting Machines. 
For every plan of industrial payroll ac- 
counting, large or small, and for all 
types of accounting in other businesses 
as well, there is an appropriate National 
Accounting Machine. Let a National 
representative examine your needs and 
make recommendations, without cost 
or obligation to you. The National Cash 
Register Company, Dayton 9, Ohio. 
Offices in principal cities. 
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Two types of National Accounting Machines used 
by the Warner Gear -Division of Borg-Warner 
Corporation 





Making business easier for 
the American businessman 








410 


The Controller, July, 1946 


Retailers’ Reconversion Problems Outlined 


Reconversion problems facing retail- 
ers and distributors were considered at 
the national marketing conference of 
the Chamber of Commerce of the 
United States, in New York recently, by 
Joseph J. Myler, who is a member of 
The Controllers Institute of America, 
and secretary-treasurer of Neisner 
Brothers, Rochester, New York. Among 
the problems listed by Mr. Myler were 
the following. 


1. Competition from new stores and 
from enlarged stores, which are adding 
new lines and higher priced lines, in an 
attempt to attract customers and in- 
crease sales. 

2. OPA restrictions on prices and 
profits, which, in turn, restrict produc- 
tion. 

3. Control of costs, now that credit 
facilities are being expanded, delivery 
service restored, and other expense-in- 
creasing services are being revived. 

4. Management-labor working agree- 
ments, which will include consideration 
of such factors as full employment, 
guaranteed annual wages, and employee 
considerations in connection with hours, 
wages, conveniences, and the like. 

5. Restoration of the pre-war stand- 
ards of service by retail personnel and 
the refurbishing of retail outlets, as 
well as the rearrangement of interiors 
and improved services. 


Other factors mentioned by Mr. 
Myler included better training of em- 
ployees, better merchandise at fair 
prices, better advertising, better inven- 


tory records, and “personalizing the 
store.” 

The extent and volume of post-war 
retailing, he said, will depend upon the 
following. 


1. The national income available, 
after taxation, for consumer use. 

2. Availability of merchandise such 
as consumers want at prices that they 
can afford and are willing to pay. 

3. Alertness of retailers to consumer 
requirements for modernizing ware- 
houses, stores and trading facilities and 
the disposition to make investments in 
catering to these demands. 

4. An adequate supply of properly 
trained and experienced employees to 
perform the functions of retailing. 

5. Capital sufficient to rebuild and 
equip both new and old stores, as well 
as to carry the increased stocks that will 
be needed to supply the postwar con- 
sumer demand. 

6. The degree of intensity with which 
the functions of sales promotion will be 
exercised. 

7. Freedom of the retail business 
from needless, burdensome and restric- 
tive regulation, and from excessive tax- 
ation. 

8. The need for organization of re- 
tail interests. 


Concluding that the prospect for re- 
tailing during the next several years is 
very bright, Mr. Myler stated, however, 
that “we can make the decade ahead a 
great one—we can also make it an utter 
failure.” 


Administration of Unemployment Compensation 


The following observations are excerpts from 
an address by Frank B. Cliffe, assistant comp- 
troller of the General Electric Company, Sche- 
nectady, New York, before the Eastern Spring 
Conference of the Controllers Institute of 
America, in New York. 

—The Editor 


The administration of unemployment com- 
pensation must be judged in the light of frus- 
trations which have affected the thinking and 
action of state administrators. Here are some 
of the principal ones: 

1. In the first few years after state legisla- 
tion was passed, there were plenty of benefit 
claimants, but relatively few job openings reg- 
istered with the State Employment Services. 
Almost as soon as the expanding war produc- 
tion offered an abundance of job opportuni- 
ties, the Employment Service was taken away 
from the States—so the state administrators 
saw their responsibilities shrivel just when 
they could have made a great contribution to 
the war. They had left only a few claimants 
for benefits, and someone else was responsi- 
ble for making job placements. 

2. At the beginning of conversion to de- 
fense production, federal officers and em- 
ployees talked about the large+ amount of 
unemployment that would be caused by con- 


version and priorities shortages. The state 
administrators prepared for a heavy load of 
claims; this load never materialized. Even 
in Michigan the fund grew during the year of 
conversion from automobiles to airplanes. 

3. With reconversion came the reverse op- 
eration. With the shutdown of war plants and 
the dismissal of temporary employees as vet- 
erans returned to their jobs, plus the de- 
mobilization of veterans who had no jobs to 
which they could return, it was estimated that 
benefits would have to be paid to 15, 20 or 
30 million claimants. Congress made provi- 
sion to advance funds to states that might 
approach exhaustion of their own reserves. 
States trained extra staffs. Again, little hap- 
pened. 

4. The state administrators expected to get 
back their employment offices, which were 
loaned to the federal government right after 
Pearl Harbor. But that has become a struggle 
between advocates of “‘states’ rights’ and “‘fed- 
eralizers’” in Washington. Last year Con- 
gress passed a bill authorizing the return, but 
it was vetoed. The issue is stili unsettled. 

5. Even the recent country-wide wave of 
strikes has not produced the number of claim- 
ants that might have been expected. Some 
states, notably New York and Pennsylvania, 
impose extended waiting periods for strikers. 


Most states deny benefits to strikers, and in 
some cases also deny them to all employees jn 
plants in which some employees are striking. 
The secondary unemployment due to shortages 
of materials in plants in which no strike has 
occurred, has not been great. Some strikers 
in New York and Pennsylvania do not bother 
to apply for benefits when they think the strike 
is almost over. So again the claim load is far 
below the expectation, and no state has called 
on the Federal Loan Fund to reinforce the 
state reserves. 

It is against this background of frustration 
of their expectations and plans for large-scale 
payment of benefits that we must consider the 
work of the state administrators. These con- 
ditions, plus the personal and political situa. 
tions that develop in appointive office, have 
caused a high rate of turnover among admin- 
istrators and their top staffs, in many states, 

On the employers’ side, separation report- 
ing, which is in operation in many states, has 
been given a severe test during the recent epi- 
demic of strikes. Information was needed at 
a single date for thousands of employees, and 
in some instances the employer's payroll em- 
ployees were either themselves on strike, or 
were hampered by mass picketing. Where 
these situations developed, discussion with the 
union officials showed the mutual interest of 
the administrator and the union in getting out 
enough data to permit the payment of bene- 
fits. This paralleled the arrangement, in the 
early days of some strikes, when payroll em- 
ployees worked long enough after the strike 
started to pay off the wages for the last week 
or two that the strikers had worked. 

Probably the major field that demands con- 
stant attention from the controller’s staff is an 
examination of the benefits claimed by former 
employees. These range from the perfectly 
valid claims that are in harmony with the in- 
tent of the law, through those that are ap- 
parently filed as a result of misunderstanding, 
to ones that appear to be fraudulent. Here 
are two examples of the claims that have come 
to our attention, and where prompt action by 
the controller’s department has prevented or 
lessened improper payments: 

1. During the recent strike, one group of 
non-striking employees who could not get into 
the plant acme of mass picketing, claimed 
unemployment benefits, because they could not 
work. They “overlooked” the fact that they 
were being paid full wages by the company. 

2. Many women left employment during 
the war, without claiming benefits, because 
they knew that registration for benefits would 
result in immediate referral to the jobs they 
had just quit, or to similar ones. Immedi- 
ately after V-J Day, there was a wave of 
registrations from such women. Alert em- 
ployers offered them jobs that they were qual- 
ified to do. Some employers thus obtained 
needed employees, but the chief effect was to 
reduce a raid on the unemployment fund by 
those who did not want work, but did want 
benefit payments. Sometimes a single avail- 
able job was offered in succession to half a 
dozen women, who each refused it and thereby 
eliminated herself from the list of benefit 
claimants. Soon the news of jobs being offered 
got around, and the flood of this type of 
claimant was slowed down. 

Controllers must be eternally alert to pre 
vent improper payment of benefits and conse 
quent charges against their record. Most ot 
the states provide for tax rates in “steps, 
with an important difference between each 
level and the next. A single improper charge 
may boost the tax rate to the next higher 
step. Since tax rates are usually based on the 
records for a period of several years, a Cul 
rent charge may still be important two, three 
or four years hence. 

For the war years, some employers lost 
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interest in unit costs. They were either op- 
erating on. cost-plus-fixed-fee contracts, or 
knew that renegotiation or excess profits taxes 
or both would take away any profit that they 
seemed to make. But now we are all facing 
high wage costs, high material purchase costs, 
and uncertain selling prices and markets. A 
company that is still staggering from an un- 
precedented wage increase may momentarily 
feel “What's the use of trying to save one 
per cent. or two per cent. of payroll?’ Se- 
rious reflection, however, will reveal that our 
salvation will come only through a multitude 
of apparently trivial savings, whether they are 
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gains in productive efficiency or tax reduc- 
tions. Cumulatively, these will spell the dif- 
ference between insolvency and profit. 

Abuses of the law that seemed insignificant 
when compensable unemployment had dropped 
to a wartime low, must be corrected promptly. 
Otherwise they will become established prece- 
dents that will rapidly dissipate funds when 
jobs are less plentiful, benefit claimants nu- 
merous and profits elusive. Intelligent coopera- 
tion between controllers and state unemploy- 
ment administrators, in dealing with their 
mutual problems, may well preserve the san- 
ity and success of both. 


The Social Security Program 


The following observations are excerpts from 
an address by Robert W. Leach, president of 
Unemployment Benefit Advisers, Inc., Wash- 
ington, D. C., before the Eastern Spring Con- 
ference of the Controllers Institute of America, 
in New York. 

—The Editor 


For the first time since 1939, the Ways and 
Means Committee is holding comprehensive 
hearings on Social Security. I think the Com- 
mittee fully appreciates that the time is ap- 
proaching when some general revisions of Old 
Age and Survivors Insurance should be care- 
fully considered, and that the Unemployment 
Compensation features of Social Security need 
looking into. It is extremely doubtful 
whether the Committee will attempt, this 
spring, to hold hearings or consider changes 
in the Federal legislation which affects the 
State Unemployment Compensation laws. If 
it does reach that stage, here are some of the 
changes it might well consider making: 


1. Eliminate the 90 per cent. limit, and in- 
crease to 100 per cent. the extent to which an 
employer may credit State Unemployment 
Compensation taxes against the Federal tax, 
and then let the States pay all the administra- 
tive costs. 

2. Amend the Internal Revenue Code to 
permit the States to use part of their payroll 
tax collections to defray administrative ex- 
penses of their unemployment compensation 
systems and their employment services. 

3. If the foregoing are done, repeal Title 





| 


Then and Now 


After Andrew Jackson paid off the 
national debt and the country started 
from scratch, it took a whole century 
including one world war to work up 
a per capita debt of not much over 
$250. Now only ten years later we 
are face to face with almost $2,000 
apiece in federal debt. That took the 
inception of a “give and yet give” 
government policy and the completion 
of another world war. The latter has 
come to a halt, but there are still two 
schools of thought on the former. One 
of these is represented by those who 
are paving the way for the welfare 
state by sponsoring bigger and better 
bills for subsidies, grants-in-aid and 
various forms of greater government 
benefits. The other comprises a nucleus 
of pioneers in the current fiscal forest 
who advocate clearing a path toward 
debt reduction and national solvency. | 
To this end the axe must first fall on | 
deficit spending. The budget must be 
balanced, and kept balanced. The coat 
must be cut to fit the cloth. 


HARLEY L. Lutz 














III of the Social Security Act. If any provi- 
sions of this Title are to be retained and made 
effective, they should be transferred to Section 
1603 of the Unemployment Tax Act, which 
sets the standards for certification of State laws 
for the tax off-set. 

4. It is highly desirable that the Experience 
Rating Standards should be clarified and made 
less restrictive. 

5. The temporary loan fund, established by 
Title IV of the War Mobilization and Recon- 
version Act of 1944, should be made per- 
manent. 

6. Provide that State systems of public em- 
ployment offices should be integrated with their 
unemployment compensation systems. 

7. Return the Employment Services to State 
operation and control. 


Probably most employers feel that the Em- 
ployment Services are not now—and never 
have been—of the least value to them in their 
peacetime hirings. A great many are still 
irritated by the employment controls which 
were established during the war. This atti- 
tude upon the part of management may lead 
to absolute indifference regarding the return 
of the Services. But I want to say to you as 
emphatically as I can that the continued Fed- 
eral operation of the Employment Services is 
one of the gravest threats to the preservation 
of individual experience rating and State sys- 
tems of Unemployment Compensation. 

Every student of the problem recognizes 
that Unemployment Compensation and Em- 
ployment Services must eventually be inte- 
grated. They will be integrated, completely 
integrated, either,at the Federal or State levels. 

President Roosevelt borrowed the Employ- 
ment Services from the States for the period 
of the war. President Truman has consistently 
refused to return them. Now that the war is 
over, these services should be returned as 
quickly as possible. Every day of delay makes 
their recovery more difficult. There seems to 
be only one hope of taking them away from 
the Administration and tne tederal bureau- 
crats—namely, that when Congress appropri- 
ates for the Labor Department and the Federal 
Security Agency, next year, it will assure re- 
turn. The President could not afford to veto 
such an Appropriation Bill. 

If all new programs are established on a 
federal basis, it 1s certain that our present 
State systems of Unemployment Compensa- 
tion will eventually be destroyed, and that 
Workmen’s Compensation and other similar 
State responsibilities would disappear. When 
the time comes that all these so-called social 
programs are completely under federal control, 
the mechanism will have been established for 
government domination of the daily life of 
every individual in this country. 

Active participation on the part of top man- 
agement in the field of Social Security will be 
one of the greatest: contributions it can make 
in the struggle to preserve our private enter- 
prise system. 





S E C Amends Annual Report Forms 


Amendment of annual report form 10-K 
and 1-MD of the Securities and Exchange 
Commission has been reported. The amended 
forms will provide for a current restatement 
of the general character of the business jp 
which registrants and their subsidiaries are 
engaged. The amendment requires the te. 
statement only for the fiscal year ending on 
or after last December 31. 


25th Anniversary Noted by 
Controllers’ Congress 


The 25th anniversary year book of the Con- 
trollers’ Congress of the National Retail Dry 
Goods Association has been published. It in- 
cludes a number of technical articles as well 
as information about the Controllers’ Congress, 
in addition to summaries of the group's con- 
ventions and other material. 


International Trade Handbook 


A handbook on international trade prepared 
for American businessmen by the Committee 
on Economic Development has recently been 
released. Copies are available at 50 cents each 
from the Committee at 285 Madison Avenue, 
New York 17, N. Y. The handbook was de- 
veloped by international trade experts repre- 
senting the following organizations: Associa- 
tion of Consulting Management Engineers, 
Inc.; Bankers Association for Foreign Trade; 
Business Publishers International Corporation; 
Chamber of Commerce of the United States; 
Committee for Economic Development; For- 
eign Credit Interchange Bureau; National As- 
sociation of Manufacturers; National Council 
of American Importers, Inc.; National Foreign 
Trade Council, Inc.; United States Department 
of Commerce; and the United States Associ- 
ates, International Chamber of Commerce, Inc. 

Revision of Article 6, Regulation S-X 


Considered by S E C 


A public conference has been scheduled by 
the Securities and Exchange Commission at its 
headquarters in Philadelphia on July 9, to con- 
sider a proposal for revision of Article 6 of 
Regulation $-X, which governs the form and 
content of financial statements filed by manage- 
ment investment companies under the Invest- 
ment Company Act, the Securities Act and the 
Securities Exchange Act. 


Cost Conference Held 
The 27th International Cost Conference of 
the National Association of Cost Accountants 
was held at the Waldorf-Astoria on June 17- 
19. 





EXECUTIVE VICE-PRESIDENT 
CONTROLLER 


47—American 


Seeks responsible position re- 
quiring top executive ability. 
Thoroughly qualified in fi- 
nances, cost and general ac- 
counting. Modern methods, 
broad experience, excellent rec- 
ord. 

Address Box 609. “The Con- 
troller,” One East Forty-Second 
Street, New York 17, N. Y. 
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Every day 





To the general public, Garson’s 
date with Gable may be much more 
significant than the tax collector’s 
—though one movie goer in two 
now pays income taxes. But for the 
business man, more concerned with 
reality than romance, every day is 
March 15th! Complex corporation 
income tax, social security, state, 
city, county, payroll, workman’s 
compensation, and township taxes 


are a year round problem. 


‘Tue mysterious maze of taxes, 
the miles of fill-in forms are made 





is March 15th... 
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clear by the modern accountant... 


who points out proper deductions 
or additions... interprets complex 
regulations and requirements... 
aids business to comply with the 
law, not to circumvent it . . . usually 
saves more than his stipend. Base 
of the accountant’s work is: daily 
and monthly data—comprehensive, 
current, quickly available. 

The McBee Company is not an 
accounting firm, but its products 
and methods, plus forty years of 
experience helps to provide the 
accountant with fresh facts faster. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N.Y... Offices in principal cities 








WAGE INCENTIVES 
(Continued from page 394) 








being negotiated was one of personal 
interest, and quite different from most 
of the other members. He exercised q 
strong stabilizing influence. If that ty 
of attitude is attainable through mae 
sharing, then profit-sharing is definitely 
worth while. 

Though these benefits are worth while, 
they are not as tangible as a direct in. 
centive should be. They do not provide 
any direct measure of performance. Since 
a true incentive system furnishes a meas- 
ure of individual or group performance, 
profit-sharing is not an adequate substi. 
tute for incentives. 

They are not true incentives as an in- 
dustrial engineer knows them. 

The compensation paid is usually so far 
removed from the effort expended that an 
operative cannot see the direct effect of 
his skill and effort. Bonus paid under 
profit-sharing may come from many 
sources. Among them may be: 


. Good sales promotion. 

. Fundamental research. 

. Design engineering for products. 

. Planning for manufacturing. 

. Manufacturing and process engineering. 
. Methods improvement. 

. Royalties. 

. Patents. 


CYLAUAWN KH 


It is evident that none of these are 
directly related to productive operative 
performance, with the possible exception 
of suggestions made to manufacturing and 
process engineering for methods improve- 
ment. Some adequate means should be 
provided for compensating for these sug- 
gestions. They come from a few individ- 
uals who should be directly paid for them. 

I believe profit-sharing plans are more 
effective in small, close-knit organizations 
than in large ones with a decentralized 
form of management. 

In the case of a small, close-knit organ- 
ization there may be direct benefits to 
the Company from unusual ingenuity, 
above normal skills and extra effort, also 
from special interest and loyalty. 

However, in the case of a large organi- 
zation with widely separated plants, de- 
centralized management, and a diversity 
of products, the employee cannot see the 
benefits of his performance. Therefore, 4 
profit-sharing bonus becomes a donation 
which he ultimately learns to expect. If 
he does not receive a bonus, he is dis- 
satisfied. 

From an administrative viewpoint, 
profit-sharing plans present so many prob- 
lems that the desirable features are some- 
times more than off-set by the disadvan- 
tages. Many of these problems have come 
as a result of labor legislation and direc- 
tives, new tax laws and renegotiations of 
contracts. Among them are: 
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a 1, Retroactive wage and salary adjustments. 
2. Renegotiation of contracts which effect to- 
tal profits and therefore bonus payments. 











) 3, Profit-sharing bonuses, to be paid cur- 
——— rently, are almost impossible to compute 
hecause the amount of taxes which will be eee 

personal paid during the year is not known. 

Om most 4, If they are computed on an annual basis, 

ercised they introduce problems of payroll. For ex- 

ercised 4 ample: Persons tying, those that are fur- 

that ty loughed by Company, those who voluntarily 
sh profit. quit. 

definitel 5. Since the payment of these bonuses are 

y considered to be wages according to gov- 

: ernment regulations, they are the concern 

th while, of the Representatives of the Bargaining 

direct in- Unit. This might lead to many complica- 

t provide tions. The Bargaining Unit might insist on 

. having a voice in the selection of the cer- 

ce. Since tified public accounts who certify the Com- 

3 a mMeas- pany’s operations. They might even insist 

ormance, upon. having their own group of certified 

fe substi- public accountants to certify the company’s 

statements for them. 
“or Let me repeat, we should not confuse 


profit-sharing with direct incentives. It 
lly so fat | Can never be an adequate substitute for 
dthatan | tem. Under certain conditions, the one 
effect of may supplement the other to provide a 
d under | most satisfactory operation. 
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improve- whelming out-flow of low cost goods that Sa 

ould be | is the key to our problems. And just the Multiplication starts, the Carriage shifts until the problem 

ese sug- | 5 long as the side show boys steal the : 

individ- | show, production will go from one flop is completed ...then both Keyboards clear and are ready for 
or them. f to another. 

ire more Can we do anything about it? You bet the next fully automatic multiplication or division. Ask 


nizations | wecan, and much of the job is yours. Get 
ntralized | stitred up! Dig out the stories of the nut- 

cracker of 1946. Dramatize them. Spread 
it organ- | them across your pages until all good 
efits to | Americans rise in anger and again free 
genuity, | the great latent productive powers of 
ort, also | American industry! 


your local Friden Representative for a demonstration of the 


many exclusive Friden effort saving Features. 


Gri Big Future for Frozen Foods 
nts, de- 
diversity The frozen foods industry, an infant in 


b 1941 but doubled in size by war demands, is 
see the designing new products which should stimu- 
‘efore, a | late its growth to one of the really big in- 
lonation dustries, with thousands of job opportunities. 
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Reviews of Recent Publications 








An Authoritative Study 


INTERNATIONAL TRADE AND DO- 
MESTIC EMPLOYMENT. By Calvin B. 
Hoover. Published by McGraw-Hill Book 
Company, Inc., New York. 158 pages. 
$1.75. 

This publication is a research study 
under the sponsorship of the Committee 
for Economic Development. Published 
around the end of the European phase 
of World War II, it expresses in non- 
technical terms a very complete survey of 
the foreign economic relations which will 
be of paramount interest now that we are 
in the immediate postwar period. Several 
of the subjects discussed have since pro- 
gressed to the point of adoption (pri- 
marily the International Monetary Fund) 
and other important points are being ac- 
tively studied by various international 
economic groups. 

The subject matter and all chapters of 
this volume are extremely timely, and 
their importance is accentuated by the fact 
that in Spring 1946 our cash exports were 
running above a rated five billion a year, 
the highest point since 1920, and were 
still rising. 

This book is recommended for study by 
all laymen, particularly those interested 
in the problems of international trade. 
Starting with a seven point program of 


recommendations in the opening chapter, 
the survey proceeds in an orderly and 
very logical development to establishment 
of national policy, international monetary 
fund, loans and investments and trade 
barriers. The next chapters cover quite in- 
terestingly our tariff and mercantile ma- 
rine policies and a short discussion of our 
new and over-expanded war industries. 
In the final chapter, the author gives a 
very excellent view of the postwar trends 
in our foreign trade. 

Due to the interest that American busi- 
ness must take during this postwar period 
in the general world picture, practically 
every businessman and professional econ- 
omist will profit by a careful reading of 
this authoritative research study. 

Reviewed by L. W. FIeELp 

Wilcox & Gibbs Sewing Machine Co. 

New York 


State Tax Facts 


SALES TAXES AND OTHER EXCISES. 
By Roy G. Blakey and Gladys C. Blakey. 
Published by Public Administration Serv- 
ice, 1313 East 60 Street, Chicago 37, 
Illinois. $3.00 (Paper-Bound} and $3.75 
(Cloth-Bound). 

During the past two decades, there has 
been a noticeable development in the in- 
creasing reliance by the various states on 
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revenue derived from general sales and 
special excise taxes with a parallel aban. 
donment of reliance on general property 
taxes. This new volume, published by the 
Public Administration Service, is designed 
to fill ‘a growing need for a concise, fac. 
tual treatment of state general sales taxes 
and special commodities excises” in q 
single volume. 

By means of eight chapters, five ap. 
pendices, sixty-seven tables and fifteen 
figures, plus a bibliography and a valu. 
able index, the authors have provided in. 
formation on state sales and use taxes 
gasoline and other motor fuel taxes, alco. 
hol beverage taxes, cigarette and other 
tobacco taxes, chain store taxation, the 
problems of inter-governmental relation. 
ships, as well as the shifting, incidence 
and other economic effects of sales taxes, 

Controllers and financial officers of 
corporations who have responsibilities af. 
fected by these various state tax programs, 
will find this factual volume an invalu- 
able handbook. 


Reviewed by PAUL HAAsE 


Life Insurance History 


A CENTURY OF AMERICAN LIFE 
INSURANCE, by Shepard B. Clough. 
384 pages. Price $4.50. Published by Co- 
lumbia University Press, New York. 


This book is written as a history of the 
experience of the Mutual Life Insuraance 
Company of New York during its first 
hundred years (1843-1943). It actually 
covers, however, the development of life 
insurance, long-term trends in the indus- 
try, and the part that life insurance plays 
in Our society. 

Part One contains a sketch of life in- 
surance in America and the early history 
of life insurance. Part Two (1843-1870) 
has chapters on the growth of life in- 
surance and the evolution of the contract, 
mortality tables, premium reserves and 
dividends, selecting risks and marketing 
policies, investments, and management. 
Part Three (1871-1906) has to do with 
the development of life insurance, the 
coming of the deferred dividend policies, 
broadening of the investment portfolio, 
management control, and the Armstrong 
Investigation. Part Four (1907-1943) de- 
scribes a new era in life insurance, recent 
trends in policy contracts, informed sell- 
ing and scientific selection of risks, i0- 
vesting for security, and management of 
the Mutual Life. The appendices are de- 
voted to descriptive Ecesinn of the 
Mutual Life. Maps, illustrations, tables 
and charts are frequent in the book which 
is useful for both life insurance officials 
and for the insured. 

Reviewed by Harvey M. KELLEY 


* * * 


Senator Harry F. Byrd of Virginia traces the 
growth of government from 521 principal com- 
ponent parts in 1932 to over 1,100 in 1944. 
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Comptroller’s-Treasurer’s Roles Defined 


Mr. ARTHUR R. TUCKER, 
Managing Director: 

Last Fall you were kind enough to have a 
number of members of the Controllers Insti- 
tute write me in connection with my request to 
obtain particulars as to the duties of a Con- 
troller of a Public Utility Company with speci- 
mens of the by-laws to implement such duties. 
This matter has now been finalized by our 
company adopting a by-law which reads as fol- 


Comptroller. The comptroller shall be 
the principal accounting officer of the company 
and as such shall have general charge, super- 
vision and control of the accounts of the com- 
pany and of procedures incident to and upon 
which are based the accounting for the reve- 
nues of the company. He shall direct as to all 
forms and methods relating to the books and 
accounts in all departments, and no change 
therein shall be made without his knowledge 
and consent. He shall, under the direction of 
the president, supervise the preparation of an- 
nual budgets and other forecasts of the opera- 
tions and construction programs of the com- 
pany and shall maintain adequate records of 
authorized appropriations and shall be respon- 
sible for the verification that all sums expended 
pursuant thereto are properly accounted for. He 
shall verify the assets and liabilities of the 
company and cause all books and accounts of 
the treasurer and other officers and agents of 
the company charged with the receipt and dis- 
bursement of funds to be audited and examined 
in person, or by his representative, from time 
to time and as often as he may consider prac- 
ticable. He shall be directly responsible for all 
returns made to taxing authorities respecting 
taxes on income. He shall be responsible for 
the observance of ‘accounting covenants and re- 
quirements contained in any trust deed, and in 
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any ‘statute and in the by-laws of the company 
relating to matters such as dividends, taxes, in- 
surance, maintenance and improvement funds 
and the like. He shall have direct supervision 
of all official reports made to any governmental 
authority, whether Dominion, Provincial or 
municipal predicated upen the accounts of the 
company. He shall, as and when required, pro- 
vide to the president or to the board or to any 
committee of the board, full and complete state- 
ments of account showing the financial position 
of the company with relative detail. Generally, 
he shall perform such other duties as from 
time to time may be assigned to him by the 
board or the president. 

“94. Treasurer. The treasurer shall have the 
care and custody of all the funds and subject to 
Article 121 hereof, all the securities of the 
company and deposit the same in the name of 
the company in such bank or banks or with 
such depository or depositories as the board 
may direct. Unless otherwise provided by reso- 
lution of the directors, he shall, together with 
such other officer or officers or person or per- 
sons as may be appointed by the board for the 
purpose, sign all cheques, drafts, notes and 
orders for the payment of money, and he shall, 
subject to the aforesaid, pay out and dispose of 
the same under the direction of the board. He 
shall upon request exhibit his books, records 
and accounts to any director of the company or 
to the comptroller or his authorized representa- 
tive upon application. He shall sign or counter- 
sign such instruments as require his signature 
and shall perform all duties incident to his 
office or that are properly required of him by 
the board or the president. He may be required 
to give sub bond for the faithful performance 
of his duties as the board in its uncontrolled 
discretion may require, but no director shall be 
liable for failure to require any bond or for 
the insufficiency of any bond or for any loss by 
reason of the failure of the company to receive 


417 


any indemnity thereby provided.” 

There is an additional by-law in connection 
with the Custody of Securities which deals with 
the right of entry of the Comptroller that I did 
not send you but which I now quote hereunder. 

‘73. All shares and securities owned by the 
company shall be lodged (in the name of the 
company) with a chartered bank or a trust com- 
pany or in a safety deposit box in a char- 
tered bank or a trust company or with such 
other depositories as may be determined from 
time to time by the board and access to such 
securities shall be had only by such persons 
(not fewer than two upon any occasion but not 
more than one of which shall be the treasurer 
or an assistant treasurer) as shall be designated 
by the board. All share certificates, bonds, de- 
bentures, debenture stock certificates, notes or 
other obligations belonging to the company 
may be issued or held in the name of a nomi- 
nee or nominees of the company (and if issued 
or held in the names of more than one nominee 
shall be held in the names of the nominees 
jointly with the right of survivorship) and 
shall be endorsed in blank with endorsement 
guaranteed in order to enable transfer to be 
completed and registration to be effected. No 
securities shall be purchased or sold except 
upon the specific direction of the president. The 
comptroller, with any two authorized officers, 
may have access to the securities at any time 
for the purpose of such count and verification 
as he may deem necessary.” 

I thought this might be of interest to you. 
At the same time I would like to thank you for 
your assistance in this connection. I have sent 
a copy of this to each of the gentlemen who 
were kind enough to write me in connection 
with the request. 

F. A. SMITH, Comptroller, 

The Canadian Western Natural Gas, Light, 
Heat and Power Co., Ltd. 

Alberta, Canada 
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Closed Tax Year Openings 
Limited to Carry-backs 


Limitation on the opening up of closed 
tax years, made possible by the operation 
of the excess profits carry-back provisions 
was imposed early in June when the Bu- 
reau of Internal Revenue served notice 
that permission under the tax law to open 
up the tax returns on closed years—to 
make possible use of carry-back credits— 
does not mean that the tax year has been 
opened in the broad sense which might 
yield other tax benefits. 

The ruling is contained in regulations 
implementing the Tax Adjustment Act 
of 1945. The regulations pertain to the 

etiod of limitation in the case of carry- 
backs and to interest with respect to 
deficiencies resulting from the operation 
of the carry-back provisions. The regula- 
tions are issued as T. D. 5516. 


ILLUSTRATION GIVEN 


A situation illustrating the restricted 
sense in which the opening up of closed 
tax years is to be applied is given by the 
Revenue Bureau in its regulation. The 
case involves a company which had liti- 
gated before the United States Tax Court 
the question of whether it had realized 
and failed to include in its 1944 return 
certain long-term capital gains. 

The court held that the company had 
failed to include these gains and was sub- 
ject to tax on them. The company, fail- 
ing to appeal, accepted the decision of the 
Tax Court, which became final. 

Later, the Supreme Court ruled in an- 
other case that this same type of gain was 


not a taxable long-term gain. Since the 
company had accepted, in its own case, 
the Tax Court verdict, the Supreme Court 
decision did not affect its 1944 liability— 
which by then was a closed tax year. 

The question answered by the bureau 
regulation today is whether, since the 
carry-back provisions may permit this 
same company to open up its 1944 tax re- 
turn in order to use a catry-back credit, 
the company can regard its return “open” 
in the sense that it can obtain the benefits 
of the Supreme Court decision on the 
long-term gain question. 

Clearly, if the return were to be re- 
garded as “‘open”’ in the broad sense, the 
company could recover the tax it paid 
under the Tax Court decision. 

The Revenue Bureau, however, takes 
the position that the 1944 return will not 
be regarded as open except with respect 
to changes in the 1944 tax liability which 
directly result from a carry-back credit 
arising from a subsequent year. 

Thus, this same company would be able 
to open up the 1944 return to recover 
taxes due to carry-back credit arising out 
of losses in 1946, but that would leave 
the question of the long-term gain as it 
was. 

At the same time, the changes in the 
company’s taxable income resulting from 
operation of the carry-back would entitle 
it to recompute its deductions—such for 
instance as charitable deductions—on the 
basis of net income as affected by the 
carry-back. 


Carry-Backs and Unused Excess Profits Credits 


The following observations are excerpts from 


an address by Mark E. Richardson, C.P.A., be- 


fore the Eastern Spring Conference of the Con- - 


trollers Institute of America, in New York. 
—The Editor 


There have been several major criticisms of 
the present carry-back and carry-forward pro- 
visions. For instance, it has been suggested 
that many corporations with large excess prof- 
its credits would just “‘sit tight’’ and not take 
any business risks or attempt any production 
for a year. 

The answer to this is that, in a free, com- 
petitive market, no business could possibly af- 
ford to just coast for a year, hoping for a re- 
fund from carry-backs, while its competitors 
aggressively went after its market. It is pos- 
sible—in fact, probable—that many concerns 
are not going ahead because of price ceilings; 
extended sales would only mean increased 
losses. The position of such companies is, 
admittedly, made easier by the availability of 
carry-backs, particularly of the unused profits 
credit. But where this condition exists, the 
fault does not lie in the economically sound 
carry-back provision: it rests with the un- 
sound, non-businesslike price-control policy. 
It does not seem possible for the theorists to 
be very convincing in any argument that an 


established business would throw away both 
markets and good will, just to coast along on 
a possible carry-back, when financially it 
would be better off making money. 

The opposite use of the carry-back has also 
been suggested—extensive advertising and ex- 
perimental expenses; price-cutting competition ; 
increased salaries to management, and the like, 
all at government expense through the carry- 
back. Persons who make such criticisms must 
be in that fortunate group that have never 
been through an internal revenue agent’s ex- 
amination. Agents are trained to investigate 
just such types of deductions. Logically, 
their examinations will be even more con- 
centrated in this direction during the time 
that the benefit of the carry-back can be ob- 
tained. The possibility that excessive salaries 
will be disallowed as a deduction altogether— 
and excessive advertising and experimental ex- 
penses be capitalized—remains great enough to 
disparage this argument. 

Some critics have contended that corpora- 
tions would use the carry-back to fight legi- 
timate wage demands, and to prolong strikes 
at government expense. This argument seems 
to be defeated by both logic and simple arith- 
metic. In the first place, management only 
remains management so long as it produces 
profits for the owners. As it is true that more 


money can be made by making money than by 
losing money and using any form of carry. 
back or carry-over, management is of necessity 
interested in settling disruptive disputes and 
getting on with its primary purpose—making 
money. If management were interested in Ios. 
ing money or in making sure that it had 4 
carry-over or carry-back, how better could jt 
accomplish such purpose than to immediately 
agree to any excess wage demand? 

It has been suggested that many corpora. 
tions might form new business enterprises and 
divert their income-producing activities to 
such new companies, allowing the old cor. 
poration to operate at a loss, and obtain re. 
funds through carry-backs: Thus supposi- 
tion finds scant support in the facts. For one 
thing, the corporation, in order to have an un- 
used excess profits tax credit, must have some 
credit to remain unused. The “‘war baby” type 
of enterprise, since it has no base period ex. 
perience and normally not a very large amount 
of invested capital, is generally without very 
much of a credit under either method of com- 
putation. In the small number of cases where 
the capital investment is reasonably large, it 
is probable that the stockholders would much 
rather obtain their funds for other uses under 
the present advantageous Code provisions te. 
lating to complete liquidations than to allow 
such funds to remain dormant and take a 
chance on future tax treatment. 

In addition to the foregoing, somewhat 
specific, objections, the general objection to a 
carry-back provision has been made that it 
leads to unreliable, unstable revenue estimates 
and precludes the establishment of a sound 
budget. In the light of recent experience with 
estimates made by governmental bureaus, in- 
cluding the changes therein which have been 
necessary, the conflict between agencies, and 
the like, it seems unlikely that the effect upon 
budget estimates of claims under carry-back 
provisions would be very detrimental. If it 
were true that taxing statutes, and the esti- 
mated revenue therefrom, were determined 
only after careful consideration of an expendi- 
ture budget which it was expected would be 
adhered to, then this criticism would be 
justified. 

In surveying the road ahead, business is en- 
titled to know that Congress will stick by its 
original decision to use the carry-back and 
carry-over provisions as the balance wheel in 
stabilizing the costs of reconversion. The un- 
used excess profits carry-back from 1946, 
which was allowed to remain in the law when 
the excess profits tax was repealed, effective 
as of January 1, 1946, should not. be tinkered 
with. The net operating loss carry-back 
should be allowed to remain for 1946 and, 
similarly, should be continued through 1947 
if the reconversion program is stymied by ma- 
terial shortages, price controls and/or wage 
controversies. When, in the opinion of Con- 
gress, the reconversion period has ended and 
the Administration is willing to face a fiscal 
future in which tax policies are determined on 
a balanced budget basis, the carry-back pro- 
vision should be repealed and a_ prolonged 
carry-over period—at least four and preferably 
five years—should be provided. : 

Because of technological changes involving 


new uses and combinations of materials, and | 


because of equipment requirements, many 
changes in the form of business enterprises 
are contemplated. In some instances, COfpo- 
rations will be liquidated and the business 
carried on as a partnership or proprietorship. 
In other cases, new corporations will 
formed. Mergers and consolidations may be 
numerous, as well as the cutting-off of parts 
of present affiliated groups. : 
Each of these steps may mean the sacrifice 
of a possible carry-over or carry-back. The 
coming into existence of a new taxable entity 
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will mean that any losses which it sustains 
cannot be carried back—and will probably 
mean that any losses sustained by, or unused 
credits available to, its predecessor cannot be 
ysed by it. It is especially vital that this 
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possible effect be well considered before any 
old corporation is liquidated or disposed of; 
before a new one is formed or acquired, and 
before any merger or consolidation is con- 
summated. 


Control of Unregistered Companies 
Proposed by SEC 


A program to bring unregistered securities 
under the jurisdiction of the Securities Exchange 
Act was proposed by the Securities and Ex- 
change Commission in a report to Congress on 
June 20. ny 

The S.E.C. recommended that the Securities 
Exchange Act of 1934 be amended to make its 
protective provisions applicable to about 1,000 
unregistered corporations, each having at least 
$3 million of assets and 300 security holders. 

If adopted by Congress, the recommendation 
would force an important group of corporations 
whose stock is now traded over the counter to 
make all vital information available to investors 
in the same manner followed by the 1,600 reg- 
istered companies. ee 

Among the larger companies included in the 
1,000, $.E.C. said, are Aluminum Co. of Amer- 
ica, American Cyanamid Co., Great Atlantic and 
Pacific Tea Co. of America, Glen Alden Coal 
Co., Hearst Consolidated Publications, New 
Jersey Zinc Co., Singer Manufacturing Co. and 
Weyerhaeuser Timber Co. 

Many of the companies now have unlisted 
trading privileges on the New York Curb Ex- 
change and on other exchanges. But such priv- 
ileges do not require them to submit to the Com- 
mission the same vital data which is required 
from companies fully listed, it was pointed out 
by the “Wall Street Journal.’’ 

§.E.C. Chairman Ganson Purcell said the rec- 
ommended amendment was a “further step’’ in 
completion of plans to regulate unregistered se- 
curities. The Commission, he disclosed, started 
work on such legislation in 1941, but the war 
interfered with the studies needed to complete 
the job. 

Explaining its latest move, the Commission 
said: 

“The importance of requiring such informa- 
tion is considerably enhanced by current and 
prospective conditions in the business world. 
The manner in which some corporate insiders 
have taken advantage of their private knowl- 
edge during the war years illustrates what may 
be expected in years to come. 

“Insiders having advance information have 
frequently been enabled to exploit their advan- 
tage to buy up publicly-held unregistered se- 
curities at depressed prices. This and similar 
patterns of fraud recur again and again in the 
files of the Commission.” 

The purpose of the amendment, S.E.C. told 
Congress, is to eliminate a double standard 
with respect to the protection of investors which 
—more as a result of accident than of design— 
has developed over the past 13 years. 





CHART-FACTS 








“Effect of the securities acts adopted by Con- 
gress since 1933 has been to afford various es- 
sential protections to investors in certain com- 
panies while leaving unprotected the investors 
who buy and sell securities issued by other com- 
panies of comparable size, importance and pub- 
lic interest,’ the Commission said. 

As a result of existing legislation, it is possi- 
ble for investors to obtain reliable information 
with respect to securities which are registered 
by their issuers on securities exchanges, and 
with respect to registered public utility holding 
companies and subsidiaries and registered in- 
vestment trusts, the Commission continued. 

The 1,000 companies which do not file re- 
ports now could comply in most instances with 
the Commission’s requirement without assum- 
ing any significant accounting burdens, the 
S.E.C. told Congress. The information that 
would be required is, for the most part, already 
on. the books of all these companies, the Com- 
mission added. 


The First To Be Injured 


The people of the United States are en- 
titled to a sound and stable currency * * *. 
Their government has no right to injure them 
by financial experiments * * *, This mat- 
ter rises above the plan of party politics. It 
vitally concerns every business and calling and 
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enters every household in the land. There is 
one important aspect of the subject which 
especially should never be overlooked. At times 
like the present when the affairs of unsound 
finance threaten us, the speculator may an- 
ticipate a harvest gathered from the misfor- 
tune of others, the capitalist may protect him- 
self by hoarding or may even find profit in 
the fluctuations of values; but the wage earner 
—the first to be injured by depreciated cur- 
rency and the last to receive the benefit of its 
correction—is practically defenseless. 
—Grover Cleveland 


The Laws of Nature 


In this age when men talk through the air, 
fly through the air, and do marvelous things 
in medicine and surgery and in all the other 
fields of science, nobody with any sense would 
attempt to go forward in his contemplated 
field of effort until he has first discovered the 
laws of nature—of God, the Big Boss—which 
limit human discretion and determine sound 
policy. In such an age a system of free gov- 
ernment cannot be operated in so great a ter- 
ritory as ours guided by the theories of men 
and the exigencies of the next election. No- 
body would attempt it except a people gov- 
ernmentally, what shall we say, very foolish. 
Think of a people who succeed in their ef- 
forts generally because they are guided by the 
natural laws which control them. They know 
that they could not otherwise succeed; and yet 
they are trying to operate a great system of 
free government without even recognizing that 
there are any such things as natural laws that 
limit their discretion and determine sound 
governmental policy, much less trying to work 
in harmony with them. 

—Hatton W. Sumners, 

Representative from Fifth Congressional 
District of Texas 
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Personal Notes About Controllers 





Mr. Walter L. Price, who has been control- 
ler of the Baltimore and Ohio Railroad Com- 
pany, succeeded Mr. John J. Elkin, as vice- 
president in charge of accounting and freight 
claims, on May 31, when Mr. Elkin retired 
after more than fifty-one years’ service with 
the company. 


Mr. Victor Z. Brink, whose article on “In- 
ternal Auditing’ appeared in the May issue of 
THE CONTROLLER, has severed his connection 
with Columbia University, New York, where 
he was special advisor on accounting and audit- 
ing, to devote full time to his post as vice- 
president and controller of Continental In- 
dustries, Inc., New York. 


Mr. C. C. Lay has accepted the post of con- 
troller of the Wheland Company, Chattanooga, 
Tennessee. Formerly with the Marshal Stove 
Company of Lewisburg, Tennessee, Mr. Lay is 
a member of the Controllers Institute of 
America. 


Mr. Walter J. Dreves has been appointed 
director of finance and controller of the In- 
ternational Plastic Corporation, Morristown, 
New Jersey. A member of the Controllers In- 
stitute and holder of membership certificate 
number 2556, Mr. Dreves was formerly vice- 
president and controller of the Elastic Stop 
Nut Corporation of America, of Union, New 
Jersey. 


Mr. James E. Prescott, a member of Con- 
trollers Institute of America, has been elected 
to the board of directors of Schenectady Rail- 
way Company, Schenectady, New York. Mr. 
Prescott, who is registered with the Securities 
and Exchange Commission, as a dealer in in- 
vestments in Paterson, New Jersey, previously 
served as assistant treasurer of Chartered In- 
vestors, Inc. 


Mr. E. C. Hawkins, formerly connected with 
Fairfax Bread Company, San Francisco, is now 
affiliated with Bradford Accounting Service of 
that city. Mr. Hawkins is a member of Con- 
trollers Institute of America. 


Mr. Howard J. Cameron is now serving 
as executive vice president of Rockwood and 
Company, Brooklyn. A member of the Con- 
trollers Institute, and holder of certificate 
1494, Mr. Cameron is likewise serving as 
treasurer of the company. Mr. Cameron pre- 
viously held the post of secretary-controller of 
the company. 


Mr. John A. Tauer, holder of Certificate 
2992 in The Controllers Institute of America, 
was promoted on June 1 to the position of 
comptroller of the Great Northern Railway 
Company, of St. Paul. Mr. Tauer succeeds 
Mr. George H. Hess, Jr., who retired from 
active business on May 31 after having served 
the company since 1916. 


Mr. John G. Young has joined the Nashua 
Manufacturing Company, Nashua, New Hamp- 
shire, as chief accountant. Formerly con- 
nected with Hutchins and Wheeler, of Boston, 
he was previously associated with General Ship 
and Engine Works, of Boston, as controller. A 
member of The Controllers Institute, Mr. 
Young is holder of membership certificate 1007. 


Mr. John M. Popkess has resumed his 
former position of controller of the City 


Bond and Mortgage Company of Kansas 
City, Missouri, following his release from 
service. A member of The Controllers In- 
stitute, he was with the United States Naval 
Reserve as an Ensign on the “U.S.S. Chand- 
Jer.” 


The election of Mr. Rubert J. Lindquist, 
financial vice-president of the Standard Oil 
Company (Indiana), as a director of the 
company was recently announced. Mr. 
Lindquist is a member of the Controllers 


Institute of America by virtue of election in 
December, 1943. 


Mr. Herman J. Mauderer, auditor and budget 
director of Westinghouse Electric International 
Company, has received the Order of Merit, 
highest company award, for distinguished sery. 
ice in directing the company’s foreign account. 
ing activities. Mr. Mauderer is holder of cer. 
tificate 1060 in The Controllers Institute of 
America, by virtue of election in November, 
1937. 








An Announcement of Special Interest to 
Controllers and Financial Officers: 


The Fifteenth Annual Meeting 
of the 


Controllers Institute of America 


will be held in 


NEW YORK 


at 


HOTEL COMMODORE 


on 


SEPTEMBER 15-16-17-18, 1946 | 


under the auspices of the 


New York City Control 


Program and Other Details Will Be Released 


as Soon as Possible 


Mark Your Calendar Now for This First Postwar National Meeting 
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Industry’s Need for Full Production 


The following observations are the digest of 
an address presented by George Romney, gen- 
eral manager of the Automobile Manufacturers 
Association, at the Midwestern Conference of 
the Controllers Institute of America, in Detroit, 


‘» April, 1946. 
a ae —The Editors 


Declaring that Detroit and the automotive 
industry have reached the most challenging 
frontiers in the world today, George Romney, 
managing director of the National Automotive 
Golden Jubilee Committee, and General Mana- 
ger of the Automobile Manufacturers Associa- 
tion, told a regional conference of the Control- 
lers’ Institute of America convening at the 
Book-Cadillac Hotel here today, that “‘explor- 
ing and subduing these frontiers can bring 
greater happiness and material reward to more 
people than the progress unleashed by the ex- 
ploration and subduing of America’s physical 
resources and the technological means of mass 
production.” 

“These frontiers were revealed by the amaz- 
ing results achieved during the war from ad- 
vances made when voluntary and _locally-in- 
spired community and industrial teamwork and 
cooperation overcame the human friction and 
confusion arising from unenlightened selfish- 
ness. I refer to such work as that done by the 
Detroit Victory Council and the Automotive 
Council for War Production.” 

Asserting that “it is individualism that 
makes cooperation worth while,” he added, 
“Detroit's development of superior individuals 
in the past puts within her grasp the peace- 
time fruits of the society visioned by America’s 
founders when they conceived a political, eco- 
nomic and religious society based on the princi- 
ples embodied in this opening sentence of our 
Constitution: 

“We the people .... (inalienable indi- 
vidualism) in order to form a more perfect 
union (voluntary teamwork and cooperation) 
.... do hereby ordain and establish this Con- 
stitution of the United States of America.” 

“We have temporarily lost the sense of di- 
rection and momentum jolted into us by Pearl 
Harbor and Bataan, but fortunately those who 
combined their efforts to overcome mutual war- 
time obstacles have been brought together 
again. Yes, they’re working feverishly and har- 
moniously to put on the biggest ‘hats off’ to 
the past and ‘coats off’ to the future affair 
ever staged. I refer to the Detroit and Auto- 
motive Golden Jubilee celebration that will run 
for two weeks commencing May 29th.” 


Pointing out that again all religious, civic, 
nationality, race, management, labor and other 
Detroit community groups have combined their 
efforts through the Detroit Golden Jubilee 
Committee, he listed these major Jubilee cele- 
bration objectives: 


“1. To shift the focus of the national public- 
ity spotlight from Detroit’s contention and 
strife to her great characters, accomplishments, 
contributions and cooperation. 

“2. As General Knudsen says, ‘To get all 
our noses pointed in the same direction.’ 

“3. To keep our noses pointed in the same 
direction in the future by continuing, after the 
celebration is over, similar cooperation in meet- 
ing common community problems such as ade- 
quate educational, transportation and recrea- 
tional facilities, adequate housing, better and 
safer streets and highways, etc. 

“4. To create a community spirit and tradi- 
tion. 


“The nation and the world should pay at- 
tention to this ‘hats off’ to the past and ‘coats 
off’ to the future affair because it is calculated 
to help us get going and set an example that 
will help others to do the same thing.” 

Mr. Romney urged the audience of business 
men from mid-western states to do their full 
part in developing the markets, achieving the 
production of goods and creating the jobs we 
need by putting “less emphasis on our differ- 
ences and more earnest cooperative concentra- 
tion on our mutual interests, less concern about 
what Washington does and more community- 
wide action on community and local problems, 
less use of past accomplishments to block 
changes that increase individual freedom, op- 
portunity and happiness—particularly in eco- 
nomic and social matters.’ 

He emphasized, “During the war we re- 
peatedly found that people in Detroit could 
solve its problems better than people from 
Washington. Now, as then, the obstacles to 
our principal desires and goals lie largely 
within and can only be solved within. By a 
greater degree of together-ness with those 
around us, we can solve enough of the human 
relations problems that block the road now to 
give the world the moral leadership needed for 
a peaceful, united and happy world. That’s not 
high-falutin’ idealism because Detroit estab- 
lished and demonstrated the effectiveness of 
this pattern after Pearl Harbor up to V-J Day 
and many other industries and communities 
followed our example with a comparable in- 
crease in results.’’ 


Working Capital Reached $52 Billion 
In 1945, SEC Reports 


Corporate net working capital in the United 
States reached an all-time high of $52,100,- 
000,000 in the last quarter of 1945, the Se- 
Curities and Exchange Commission reported, 
because of a high level of retained profits and 
tax refunds. A statistical report published by 
the SEC said working capital increased by $6,- 
300,000,000 last year—from $45,800,000,000 
at the end of 1944—representing the greatest 
tate of increase in recent years. 

It should be pointed out, the commission 
noted, that working capital attributable to tax 
refunds does not usually represent any in- 
«tease in net worth, since it represents con- 
version from noncurrent assets. 

Be on <: agg wel oe * last year 
temely liquid,” being largely ac- 
counted for by cash and FB ce. te aaiies 

The increase could be accounted for by the 


small ratio of an $800,000,000 decline in cur- 
rent assets to one of $7,100,000,000 in liabil- 
ities, from $16,500,000,000 in 1944 to $11,- 
100,000,000 iast year. 

The SEC reported other factors affecting 
the financial position of corporations were a 
small decrease in net property accounts, a 
slight increase in long-term debt and consid- 
erable tax refunds made in the last half of 
1945, including postwar credits against excess 
profits taxes and refunds paid on final amor- 
tization of emergency facilities. 

The report noted that since 1939 the cash 
assets of corporations increased from $10,- 
900,000,000 to $22,500,000,000 and their in- 
vestment in government securities increased 
in the same period from $2,200,000,000 to 
$21,100,000,000. 
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Bids on Municipal Purchases 


Most states have laws prescribing that a 
municipality advertise in newspapers for bids 
on purchases exceeding $500 or $1,000. Ad- 
vertised bids are usually sealed and are to be 
opened in public at a specified time and place. 
These laws are designed to assure wide com- 
petitive bidding and to guard against collu- 
sion in the setting of prices and the awarding 
of business. In themselves, they are not effec- 
tive, however. Many potential suppliers—par- 
ticularly out-of-town firms—will not see the 
advertisement. It is also possible to evade the 
law by dividing bulk requirements into nu- 
merous small orders of lesser amount than 
require advertised bids. A purchasing agent 
should supplement any advertisement for bids 
with mailed requests for bids to a special list 
of prospective suppliers and, of course, should 
make a special effort to follow the spirit as 
well as the letter of the law. 


—Tax Foundation 





JOHN R. 
BLADES | 


Insurance 


Adviser 


Insurance affairs of busi- 
ness concerns or trusts | 
| 
surveyed. | 
| 


Self-insurance plans ex- 
amined or designed. | 


Advice on special insur- 
ance problems. 


Annual consulting service. 


Fee Basis | 
No Insurance Sold 


50 CHURCH STREET 
NEW YORK 7, N. Y. 


Established 20 Years 
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Return of Unemployment Services 
To States Is Endorsed 


Support of H. R. 6739 was voiced in 
June by members of the Controllers In- 
stitute of America as the result of ac- 
tivity on the part of The Institute’s Na- 
tional Committee on Social Security, 
which has been enlisting support of the 
provisions included in the legislation, 
especially the return of the employ- 
ment services to the states by October 
1, 1946, the date specified in the bill. 
A portion of the 15th Annual Meeting 
of The Institute will be devoted to the 
study of current Social Security prob- 
lems. 

On June 5, Mr. Frank B. Cliffe, as- 
sistant comptroller of General Electric 
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Company, who has been cooperating 
closely with The Institute’s National 
Committee on Social Security, presented 
a statement on Unemployment Com- 
pensation on behalf of The Institute, as 
well as the Chamber of Commerce of 
the United States, before the House 
Ways and Means Committee. 

The statement emphasized that ‘“‘un- 
employment compensation should be a 
local or state function and responsibility 
should remain close to the workers who 
receive the benefits and to the employ- 
ers who pay the bill.” 

Mr. Cliffe presented a table indicat- 
ing the liberalization of unemployment 
benefit formulae, 1935-1945, and indi- 
cated favor for the extension of experi- 
ence rating by the three remaining 
states which have not adopted it, as well 
as the extension of coverage to mari- 
time employees by the states. Opposi- 


Authority on Labor Law Urges 
More Industrial Courts 


A nation-wide system of industrial 
courts, in which labor and management 
appear as equals and in which the inter- 
pretation and enforcement of contracts 
voluntarily arrived at, can be secured in 
orderly fashion, will do much to help 
solve current labor-management dis- 
putes which are crippling the nation, 
Louis Waldman, outstanding labor law- 
yer, declared in an article, “Can Courts 
Rule Labor?” in the July “American 
Mercury.” 

Mr. Waldman states: “The type ‘of 
government action that can be supported 
by those who seek sincerely for industrial 
peace is not anti-labor legislation, but 
laws and policies which will encourage, 
strengthen and extend to all industries 
such voluntary machinery or arbitration 
on adjudication of controversies. ... . 
Industrial courts, and industrial peace 
and cooperation, are possible only if in- 
dustrialists generally will accept the 
principle of collective bargaining, and if 
labor is equally willing to recognize the 
rights of management.”’ 

Mr. Waldman believes that public 
education and government action should 
be directed to the following ends: 


1. Political strikes and picketing, to 
which Communists and fellow travelers 
are addicted, should be ruthlessly exposed, 
preferably by labor itself. 

2. Racketeers should be driven out of 
the unions. They should be prosecuted 
vigorously under our criminal laws, which 
are ample, if used. 


tion was expressed to federalization of 
benefit standards, and of the unem. 
ployment compensation system by Means 
of a “reinsurance fund.” 

As to administrative financing, jt 
was recommended that there be allowed 
“a complete tax offset against the fed. 
eral tax—each state collecting the full 
amount needed for benefit payments 
and administrative cost. All proceeds 
would go into the State’s Trust Fund 
and the federal provisions relating to 
the use of such trust funds would be 
so changed as to permit the state to 
withdraw from its trust account for 
benefit payments and administrative cost 
purposes, as needed. There would be 
no earmarking of any particular por- 
tion of the tax for administrative pur- 
pose. Thus, it would be possible for 
those few states whose administrative 
expenses have exceeded the 0.3 per cent, 
rate to be entirely self-supporting un- 
der this arrangement. Most of the 
states would have available for benefit 
payments, if needed, more revenue than 
they now credit thereto.” 


3. Jurisdiction strikes, which are really 
of an insignificant number, and which 
organized labor itself condems, should be 
dealt with more effectively by our national 
bodies of labor, the AFL and CIO. 

4. Congress or the President should 
name a Commission on Labor-Industry 
Relations, similar to the one set up in 
1912. Such a Commission would be lim- 
ited in its value only by the abilities of its 
members. Its main value would probably 
be in helping to educate the public so 
that we will have more widespread under- 
standing of the realities in labor relations. 
But its task would also include recom- 
mending legislation where needed. 








Position Wanted | 








Administrative Executive 


Member of Controllers Institute, 37 years of 
age, married, family, is seeking key position as 
Secretary-Treasurer, Controller, or comparable 
administrative post with progressive industrial 
organization, preferably in East. 

Seventeen years sound, practical experience 
in finance, accounting and management; 3 years 
college education, business administration ; p0S- 
sesses personality and self-assurance to meet 
and discuss principals and policies with Top 
Management. Has wide acquaintance and con- 
tacts in industry, banking and government bu- 
reaus. Proven administrative ability. At present 
with prominent manufacturer employing Ove 
15,000. Desires and is capable of assuming 
heavy responsibilities, salary to be commenst- 
rate. Available within 30 days. Address Box 
No. 615, “The Controller,” One East Forty- 
second Street, New York 17, N. Y. 
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Is Capital Gain Income? 


The controversial question of taxing 
capital gains involves ptimarily a problem 
of definition points out Dr. Harley L 
Lutz, Professor of Public Finance at 
Princeton University. England and the 
United States take opposite views. The 
United States Supreme Court says “‘profit 
gained through sale or conversion of capi- 
tal assets” is income. In the words of an 
English judge, the contrary concept is that, 
if capital does rise in value, “its realization 
does not make it income.” 

This difference of definition stems 
from political and administrative factors, 
not from basic economic ones; for, east 
or west of Suez, in the economic sense, 
income is income. The center of the con- 
flict between these two attitudes is the 
relation between income and capital 
value, Dr. Lutz observes. 

The relation is casual; the transition is 
from income as cause to capital value as 
effect. A share of stock has value only as 
it represents entitlement to corporate 
earnings. Its value is the present worth 
of the future income installments to be 
paid its owner. This “‘share’”’ or propor- 
tionate part of the company’s income, 
capitalized, becomes the capital value of 
the stock. Capital value is thus only the 
reflection or the image of true income. 
And it changes as income changes. It 
mitrors variations in absolute amount of 
production, in price level, in capitaliza- 
tion rate. An increase in capital value is, 
therefore, not an increase in income, but 
only the reflection of an increase in in- 
come. 

Thus, if a rise in capital value, as such, 
is not considered income, why then 
should it be considered income when a 
capital asset is sold or converted into 
some other form ? If an increase in capital 
value isn’t income while you hold the 
stock, why is it income when you sell it? 

The answer is that the courts have used 
the “commonly understood meaning” of 
the term income. And it is commonly 
understood by the layman that the sale 
of a capital asset for more than was paid 
for it results in income. 

If the seller proceeds to spend the 
teceipts of his sale as if capital gains 
were income, i.e., for consumption pur- 
poses, then they can be considered as in- 
come by others too, and treated and taxed 
as such. However, if the seller reinvests 
the proceeds of the sale, the gains as well 
as the amount of the original investment 
are his capital fund. The aim of this 
seller is to maintain his income flow; 
even as he looks upon his capital funds 
as his command over true economic in- 
come, so should others. And in this latter 
case, which is the prevalent attitude 
among investors, capital gains should not 


be taxed as income, for they are not in- 
come. 

Since an individual owner's intention 
is not a practicable basis for administra- 
tion of a tax, the basis must be one of 
policy. Is it better policy, then, to as- 
sume that all who realize capital gains in- 
tend to regard them as capital, or to as- 
sume that all intend to regard them as 
spendable income? And in determining 
such policy, what should be the guide— 
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the views of those who have had experi- 
ence and are expert in such matters, or 
the common understanding of Mr. Doe? 

Clearly, the first part of each question 
holds the answer. And “the ‘why’ is as 
plain as the way to the parish church.” In- 
vestors generally do not regard or treat 
capital appreciation as income. Establish- 
ing legal recognition of this would re- 
move a serious restriction from capital 
markets, and thereby greatly contribute 
both to the investment flow and to the 
most competent direction and use of cap- 
ital funds. 


Improved Annual Reports Are 
Gaining Recognition 


Despite considerable improvement all along 
the line’ and with certain exceptions, banks, 
insurance companies, tobacco and mining con- 
cerns as well as some wholesale grocers are the 
most backward in presenting their story to 
stockholders and employees through annual 
corporate reports, according to surveys of 1945 
statements just completed, reports H. Eugene 
Dickhuth in the “New York Herald-Tribune.” 

The interest in annual reports as a medium 
for informing the public at large and stock- 
holders and employees specifically is steadily 
increasing among business executives, educa- 
tors, trade associations, public relations and 
advertising firms and publishing organizations. 

Among these various groups there appears 
to be more co-operation and exchange of data 
this year than before so that these annual report 
surveys are becoming a more important force 
for potential improvements in all lines of busi- 
ness. 

In addition to the magazine “Financial 
World” which received this year 3,000 cor- 
porate statements, of which 1,500 will be en- 
tered in the annual compilation, American 
Management Association has made a survey 
of its own and will publish next September 
a book of some 130 pages on the preparation 
of annual reports. 

The A. M. A. publication attempts to do a 
two-fold job. One is a retrospective analysis of 
what has been done in the past by business 
and industry and the other is a list of recom- 
mendations and suggestions of what should 
be done. 

In preparation of the book, leading industrial 
executives have been asked about their 
opinions as well as university professors and 
other interested parties. Voluminous reports, 
interviews and literature have gone into the 
preparation of the work. 

There have also been some exchanges of 
information and opinion between A. M. A. 
and “Financial World” on the subject with a 
view of having both organizations and several 
others, such as auditors and comptrollers, 
participate this year in the annual presentation 
of awards. 

However, as competition for good annual 
reports becomes keener, it is becoming apparent 
that in the general desire to produce colorful 
and well illustrated statements, there is the 
danger of reports being filled with pictures 
which are often meaningless and tell little, if 
anything. Full disclosure in picture and word 
remains the goal, it is emphasized. 

Questioned on whether there is anything 
novel about 1945 reports, Weston Smith, vice- 
president of ‘Financial World” in charge of 
the survey, replied that this year some reports 


were giving for the first time samples of the 
company’s products. 

One textile concern enclosed a sample of a 
new cloth, a container corporation produced 
small pieces of its box boards and a wall 
paper company sent along a new sachet. 

The merit award group, 4pparently, will 
be larger than in any previous year and the 
1945 report harvest the best on record. The 
general rating used by the survey is 60 per 
cent for statistics and contents and 40 per cent 
for format, typography and illustrations. 

An independent board of judges, as in 
previous years, is to make the final ruling. It 
includes among others C. Norman Stabler, 
financial editor of the New York Herald 
Tribune. One newcomer on the board is Lester 
C. Tichy, industrial designer, who replaces 
Norman Bel Geddes. 

Other judges are Dr. Lewis Haney, professor 
of economics at New York University; Glenn 
Griswold, editor of ‘Public Relations News,” 
and Sylvia F. Porter, financial editor of the 
“New York Post.” 


* So * 


Governors of 15 states recommended in- 
creases in state old-age pension allotments 
or the establishment of state employee re- 
tirement plans in their 1945 messages to the 
legislatures. So far, ten states have taken 
steps to increase the allotments for old-age 
assistance. 


o 


pension 
and profit- 
sharing plans 
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Write for Pamphlet 
“Recent Developments” 


PENSION PLANNING COMPANY 
Actuarial Consultants 


MEYER M. GOLDSTEIN, C. L. U. 
Director 


527 Fifth Avenue, New York 17 
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Institute's Year 





Book Characterized as Stimulating 








It is rather unusual to have a Year 
Book described as stimulating, but that 
is the term applied by members to the 
1946 Year Book of the Controllers In- 
Stitute of America. Here are letters and 
excerpts from letters received by The In- 
stitute following the recent distribution 


of the book. 


EVERY MEMBER SHOULD 
READ IT 

“The 1946 Year Book, being my first, was 
scrutinized with considerable interest. In 
passing, I might state that I have been un- 
favorably impressed by the lack of written 
material regarding the Western Michigan 
Control and its members. The Year Book 
has partially offset this shortcoming. 

“I was interested first in the brief history 
of The Institute, and second, in the proceed- 
ings of the Annual Meeting, which, I believe, 
every membersshould be acquainted with 
and which can serve as a reference for those 
who were present and as a source of informa- 
tion for those who were not. This is true 
also of the Committee Reports. The roster 
of members, I believe, is a traditional section 
in all Year Books and is valuable as a refer- 
ence, as is the copy of the By-Laws. 

“The index of articles and publications 
raised a question in mind as to whether or 
not a perpetual index by subjects is available. 
I can foresee great utility for such an index 
for educational purposes to members and 
non-members. 

“These comments may not be particularly 
constructive but at this point I am more than 
satisfied with the information contained in 
the Year Book. Perhaps by absorbing this 
information and adding another year of ac- 
tivity in The Institute I may be competent to 
make suggestions or constructive criticism of 
future editions.” 

Harry HODGE 
Sealed Power Corporation 
Muskegon, Michigan 


INFLUENCE FAR REACHING 
AND CONSTRUCTIVE 
“The 1945-1946 Year Book just received 
presents a very interesting panorama of the 
usefulness of The Institute and the human 
energy that makes it click. I cannot imagine 
how it is all done with such a limited staff, 
and I am reminded that both you and Mr. 
Kelley took time out to visit a lot of our 
Controls this year, including Chattanooga. 
“The Institue is of very definite assistance 

in solving the many problems with which a 
controller must cope, and with the experi- 
ence and advice of three thousand of us to 
draw from it is no wonder that its influence 
is far reaching and constructive both in busi- 
ness and government.” 

WARREN A. JEFFORDS 

American Lava Corporation 

Chattanooga, Tennessee 


FINDS YEAR BOOK IS 
STIMULATING 


“I have just reviewed the 1946 Year Book, 
which was received a few days ago, and find 
it contains a great fund of information re- 
garding the activities and future plans of The 
Institute. Every member who familiarizes 
himself with the Year Book will be well 
rewarded and, if his awakening is the same 
as mine, will have a better conception of the 
objectives of The Institute and an apprecia- 
tion of the personal effort and time many 
capable controllers are contributing toward 
its growth and success. 

“In the Managing Director’s report, which 
is very stimulating as well as complete, it is 
stated that The Institute is classed with the 
foremost business and technical organiza- 
tions of the country, such as the National 
Association of Manufacturers, the Chamber 
of Commerce of the United States, the Amer- 
ican Institute of Accountants, and the Na- 
tional Industrial Conference Board. This 
position is enviable and must be preserved. 

“As you know, I am pretty much of a new- 
comer in The Institute, and therefore am un- 
acquainted with all aspects of its program. I 
hope, however, that the field covered by The 
Institue will not duplicate that covered by 
the above-mentioned organizations, in one of 
which at least possibly every controller’s 
company or firm is a member. Insofar as ad- 
vocating sound economic, social and political 
policies in our national life, and particularly 
as it affects American business, is concerned, 
I think The Institute should stand right along 
with these other associations. In addition, 
The Institute should supplement these organ- 
izations, and I am wondering if it would. not 
be fulfilling a pressing need if it collected 
and disseminated opinions and interpreta- 
tions of much of the data prepared by these 
other organizations and showed how these 
data could be converted to the use of the 
controller's individual business. 

“This leads me to the conclusion that in 
the final analysis the real strength of The In- 
stitute is in. having strong Controls, and the 
Controls can be made more effective through 
discussions of current operating problems 
faced by business everywhere and which the 
controller can apply to his daily work. The 
Central Office of The Institue should be the 
fountainhead supplying the Controls with 
program data to be used in round-table dis- 
cussions and seminars. 

E. B. OYAAS 
Curtis Companies, Inc. 
Clinton, Iowa 


PHENOMENAL GROWTH 
IS NOTED 
“After going over our Year Book very 
carefully I want to express my reactions to 
this work. 
“I read your report as Managing Director 


and was very much impressed with the con. 
cise informative data included in this work. 

“Your statements pertaining to The Insti. 
tute’s activities and objectives are inspira- 
tional and gives one a feeling of pride in be. 
ing a member of this organization. 

“The statements you made about Mr, Bur. 
bott, in my opinion, are appropriate and | 
clearly remember his address before the body 
in Chicago at the time he was elected Presj- 
dent. 

“Other data presented in the Year Book 
gives a clear accounting of The Institute's ac. 
tivities and it is pleasing to note the phe. 
nomenal growth it has experienced which to 
me proves that it is filling a worthwhile 
need.” 

W. F. Wess 
Textileather Corporation 
Toledo, Ohio 


SORRY HIS CRITICISM 
IS NOT ADVERSE 


“I am expressing my opinion of the 1946 
Year Book. 

“The directories, which occupy about two 
thirds of the pages, are very useful. It may 
interest you to know that in 1944 the Execu- 
tive Committee of the American Institute of i 
Accountants resolved that the membership 
lists be published separately from the Year 
Book. I have just received their 1944-45 
Year Book which states that the Executive 
Committee, after careful consideration, gave 
instructions that the alphabetical and geo- 
graphical lists of members be included in the 
year book again. They claim that the the- 
oretical advantages of separating the mem- 
bership list from the other year book mate- 
rial, which was tried last year as an expeti- 
ment, did not seem tO justify the additional 
expense involved. 

“Aside from the usual reports and by-laws, 
the other data which are included in the 
Year Book are appropriate, inasmuch as they 
are readily available to anyone who has a 
copy of the Year Book. If any essential mat- 
ter has been omitted, I do not know of it. 

“While I am sorry that my criticism is not 
adverse (because such criticism will be more 
useful to you) nevertheless, I am glad to be 
able to compliment you on such a fine job.” 

H. S. MEINHARDT 
Herby Saunders, Inc. 
New York, N. Y. 


MAKES GOOD HISTORICAL 
RECORD 
“I received my copy of the Year Book, 

which I consider a job well done. The record 
of Proceedings, Committee Reports, and the 
like, make a good historical record and I am 
sure that all controllers find the Directory 
Section particularly useful.” 

E. C. Hor 

American Brake Shoe Company 

New York, N. Y. 
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LEAVES LITTLE ROOM 
FOR IMPROVEMENT 


“I have just finished reviewing the Year 
Book for 1945-1946 and find that you have 
maintained your excellent method of keeping 
the members of our Institute informed of its 
activities. The completeness of your and the 
yarious committee reports leaves little room 
for improving this Year Book. 

“I wish to compliment you and your staff 
for the excellent work you are doing and 
assure you that you have the complete back- 
ing of the Springfield Control.” 

A. W. LoNG 
Shawinigan Resins Corporation 
Springfield, Massachusetts 


CREDIT TO OUTSTANDING 
ORGANIZATION 


“T want to add my note of congratulations to 
the many which you must be receiving on the 
publication of the 1946 Year Book. 

“To me it is a job well done and a credit to 
such an outstanding organization as the Con- 
trollers Institute of America.” 

E, G. KELLETT 
Northern States Power Company 
Minneapolis, Minnesota 


IS AMONG FEW BOOKS 
ON HIS DESK 


“You and your staff are to be highly com- 
mended for the splendid manner in which you 
have compiled the 1946 Year Book of the In- 
stitute. In addition to giving a very complete 
and comprehensive picture of the Institute’s ac- 
tivities during the past year, it contains matters 
of historical interest and provides a ready ref- 
erence for the membership of the Institute. 
Among the few books which I have on my desk 
you will always find a copy of the Institute’s 
Year Book.” 

J. U. DIEHL 

Pennsylvania Water & Power Company 

Baltimore, Maryland 


GOOD BIRD’S-EYE VIEW 
OF ACTIVITIES 
“My principal criticism is that it is much too 
late in reaching the hands of the members. . . . 
“Aside from this criticism, I like the Year 
Book very much. The individual member has a 
good bird’s-eye view of the activities of The 
Institute by the time he finishes reading it. 
With the present delay in its issuance, how- 
ever, I found myself wondering frequently 
how much more had been accomplished since 
last September.” 
R. N. WALLIS 
Dennison Manufacturing Company 
Framingham, Massachusetts 


FAVORABLY IMPRESSED BY 
RAPID STRIDES 
“When I compare the current issue with those 
of a number of years ago, I am favorably im- 
pressed by the rapid strides The Institute has 
made in disseminating information to its mem- 
bership, with the value of such information, and 
the comprehensiveness of treatment of the vari- 
Ous activities of The Institute. Certainly your 
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office and you are to be highly commended for 

the manner in which you have conducted the 

affairs of The Institute.” , 
RAYMOND G. MARX 
Riggs National Bank 
Washington, D. C. 


ADDED CONFIDENCE FOR 
CONTINUED GROWTH 
“The 1946 Year Book of The Institute is 
most interesting and illuminating. Not only 
does it evidence the fine progress made since 
The Institute’s founding in 1931 but it gives 
an added sense of confidence for continued suc- 
cessful growth in the future. Its entire con- 
tents deserve the attention of every member. 
“You and your staff are to be commended for 
the fine work you are doing.” 
H. E. MALMFELDT 
Price Candy Company 
Kansas City, Missouri 


GIVES COMPLETE PICTURE 
“I believe the people responsible for pub- 
lishing this Year Book are to be congrat- 
ulated on the thoroughness with which they 
have done their job. It gives a complete pic- 
ture of The Institute and its work, past, pres- 
ent and future. I feel certain the members 
will have occasion to refer to it many times 
during the year.” 
F. A. RosTEDT 
Hyster Company 
Portland, Oregon 


WANTS ADDITIONAL 
FACTS IN YEAR BOOK 
“I have gone over the 1946 Year Book 
which I recently received and want to compli- 
ment you and your associates on the fine job 
that was done. I have two suggestions which 
I am offering. I do not know whether they 
are practical or not but here they are anyway. 
“On the list of the members of The Institute 

I think the Control to which .the member 
belongs might be helpful. The other sug- 
gestion is to show in the list of members by 
companies the kind of business his company 
is in. I think the above suggestions would be 
of great help to the members when they are 
referring to the Year Book for any informa- 
tion.” 

NorMAN L. WITT 

Augostura-Wuppermann Corporation 

New York, N. Y. 


FIRST INSPECTION OF 
YEAR BOOK SUFFICES 


“I am frank to say that I have received Year 
Books from several organizations for years and 
all I do is casually look them through, look 
over the list of members to see if there are 
any I am personally acquainted with, put the 
book away and think that at some time I will 
take more time with it, but to date that ‘some 
time’ has never come’. 

C. G. PHELPS, 
Wolverine Brass Works 
Grand Rapids, Michigan 
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BROADENING SCOPE IS 
READILY APPARENT 


‘I have been able thus far to peruse the Year 
Book only sketchily, yet enough to be im- 
pressed with the magnitude of the work accom- 
plished and expertly reported by the several 
committees and which could be accomplished 
only under the very special and excellent guid- 
ance of the officers. 

“As I make only hurried comparisons of the 
year books of the past few years, the enlarge- 
ment of the vision and the broadening of the 
scope of The Institute as reflected in the Year 
Book 1946 is readily apparent. I am certain 
that the prestige and influence of The Institute 
has in the past few years in particular grown 
to be a tremendous factor in the economic life 
of the nation.” 

JOHN H. BAETHKE 
Boss Manufacturing Company 
Kewanee, Illinois 


Wage Guarantee Plan 
Under U. S. Study 


Closely linked government studies for 
a guaranteed industrial wage and a five- 
year tax program are aimed at giving the 
nation economic security and industrial 
peace. 

The studies looked toward relieving 
workers of the fear of unemployment, 
and giving businessmen precise date on 
their long-range tax commitments. 

A source close to the wage study, 
headed by Murray W. Latimer, declared 
that the attempt to guarantee the wages 
of the nation’s 35,000,000 industrial 
workers might lead to stabilized produc- 
tion, full employment and continuously 
sound economic life. 

Chairman Walter F. George (D., Ga.) 
of the Joint Congressional Committee on 
Internal Revenue Taxation said that the 
five-year tax plan should help manage- 
ment determine what funds it could ex- 
pend safely for postwar expansion. 

Mr. Latimer in a report to the Office of 
War Mobilization and Reconversion said 
the possibility of an annual wage depends 
on the tax program as well as monopoly, 
competition, foreign trade, development 
of natural resources and fiscal policies. 


* * * 


The municipality of Red Wing, Minn., 
recently purchased an airport across the 
nearby state line in Wisconsin under 
provisions agreed upon by the two states 
for reciprocal airport development. So 
far, there has been no airport acquisition 
by Wisconsin municipalities in Minne- 
sota. 

Legislation enacted this year in Ken- 
tucky also provides for acquisition by 
border cities of airports in other states. 
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INSTITUTE ACTIVITIES 








Institute's 15th Anniversary Meeting 
Committees Are Named 


Personnel of committees to develop 
and handle the 15th Anniversary An- 
nual Meeting of The Institute, in New 
York from September 15 through Sep- 
tember 18 at the Hotel Commodore, 
has been announced by President E. E. 
McConnell. Those members of The 
Institute participating include: 


General Chairman: William Widmayer, 
Guaranty Trust Co. of New York; Vice Chair- 
man: H. C. Gretz; American Telephone & 
Telegraph Company. 


Executive Committee: V. C. Ross, Prentice 
Hall, Inc.; E. B. Nutt, Standard Oil Co. (NJ); 
N. P. Dussinger, General Baking Co.; A. Sur- 
kamp, U. S. Rubber Co.; W. J. Wardell, 
American Can Co. 


Fifteenth Anniversary Committee: Chairman, 


E. B. Nutt, Standard Oil Co. (NJ). 


Arrangements Committee: Chairman, A. C. 
Harragin, Lone Star Cement Corp.; J. E. Sa- 
vacool, Mack Trucks, Inc.; L. W. Field, Will- 
cox & Gibbs Sewing Machine Co.; G. E. Fos- 
ter, Brooklyn Union Gas Co.; N. P. Dussinger, 
General Baking Co. 


Finance Committee: Chairman, O. W. Brewer, 
American Gas Ass'n; L. W. Jaeger, Clark 
Babbitt Industries; A. L. Boschen, Vick Chem- 
ical Co.; N. T. Hampson, Lowe Paper Co., 
Ridgefield, N. J. 


Publicity Committee: Chairman, J. D. Gray- 
son, Hazeltine Electronics Corp.; T. F. Glois- 
ten, American Home Magazine Corp.; G. K. 
Dahl, Ames & Norr; Paul Haase, Controllers 
Inst. of America. 


Program and Speaker's Reception Committee 
(New York City): Chairman, W. J. Wardell, 
American Can Co.; V. ©. Ross, Prentice Hall, 
Inc.; H. C. Gretz, American Tel. & Tel. Co.; 
E. B. Nutt, Standard Oil Co.(NJ) ; N. P. Dus- 
singer, General Baking Co.; A. L. Boschen, 
Vick Chemical Co.; J. D. Grayson, Hazeltine 
Electronics Corp.; N. T. Hampson, Lowe 
Paper Co.; T. E. Gloisten, American Home 
Magazine Corp.; A. Surkamp, U. S. Rubber 
Co.; K. C. Richmond, Abraham & Straus, Inc. ; 
B. S. Rodey, Jr., Consolidated Edison Co. of 
N. Y.; W. A. Jackson, Standard Oil Co. of 
N. J.; J. E. Savacool, Mack Trucks, Inc.; 
E. A. Clancy, New York Central System; N. L. 
Witt, Angostura Wuppermann Corp.; R. L. 
MacKenzie, E. R. Squibb & Sons, Brooklyn; 
H. P. Brown, National Dairy Products Corp.; 
R. A. Seidel, W. T. Grant Co.; C. W. Tucker, 
Childs Co. 


Program and Speaker's Reception Committee 
(Out of Town): R. P. Izard, Southern Bell 
Tel. & Tel. Co., Atlanta; W. M. Morgan, The 
Baugh Chemical Co., Baltimore; L. D. Luey, 
Connors Steel Co., Birmingham; R. N. Rigley, 
Gillette Safety Razor Co., Boston; Arlo Wil- 
son, Soc. of Naval Architects & Marine Engi- 
neers, Bridgeport; R. J. Lowe, F. N. Burt Co., 
Inc., Buffalo; Vance King, Richmond Hosiery 
Mills, Chattanooga; T. W. Bryant, Wilson & 
Co., Inc., Chicago; F. L. Uhling, Victor Elec- 
tric Products, Inc., Cincinnati; D. F. Zuhrung, 


Nat'l Screw & Mfg. Co., Cleveland; H. S. 
Koepcke, 1121. Kirby Building, Dallas; L. P. 
Dabrowski, McCall Corp., Dayton; A. S. Al- 
bright, The Detroit Edison Co., Detroit; 
H. W. Herzog, The Geo. Washington Univer., 
Dist. of Columbia; E. J. Meuten, Niles-Be- 
ment-Pond Co., Hartford; $. G. Loy, Humble 
Pipe Line Co., Houston; B. C. Schaefer, Ad- 
vance Paint Co., Indianapolis; R. S. Coons, 
Interstate Bakeries Corp., Kansas City; R. W. 
Leason, Emsco Derrick & Equip. Co., Los An- 
geles; W. N. Creal, Turner, Day & Wool- 
worth Handle Co., Louisville; C. W. Foster, 
Nordberg Mfg. Co., Milwaukee; B. C. Moise, 
Maison Blance Co., New Orleans; C. H. 
Yardly, Penn Mutual Life Ins. Co., Philadel- 
phia; J. V. Bowser, Westinghouse Air Brake 
Co., Pittsburgh; R. H. Spear, Gunderson Bros. 
Engr. Corp., Portland, Ore.; H. B. Sixbury, 
Federal Bake Shops, Inc., Quad Cities; D. S. 
Damond, Brewster, Gordon & Co., Ins., Roch- 
ester, N. Y.; J. H. Clauson, Pudget Sound 
Power & Lt. Co., Seattle; J. R. Lyman, Fouke 
Fur Co., St. Louis; G. P. Jones, Cons. Chem. 
Industries, Inc., San Francisco; J. R. Holden, 
American Bosch Corp., Springfield; H. M. 
Iverson, Amer. Water Works & Elec. Co., 
Syracuse; J. B. Fenner, Electric Auto-Lite Co., 
Toledo; C. J. Boemer, Weyerhaeuser Sales Co., 
Twin Cities; G. D. Abbott, Muskegon Piston 
Ring Co., Grand Rapids, Mich.; G. A. Peters, 
The Kaydon Engineering Corp., Muskegon, 
Mich.; G. R. Rankin, Artloom Corp., Phil- 
adelphia. 


Reception Committee: Chairman, N. R. 
Ashcroft, Scott & Bowne, Bloomfield, N. J.; 
R. C. Casselberry, Gen’! Analine & Film Corp.; 
B. S. Rodey, Jr., Consolidated Edison Co.; C. 
W. Borton, Irving Trust Company; C. E. 
Foster, Brooklyn Union Gas Co.; E. B. Nutt, 
Standard Oil Co. (N. J.); V. C. Ross, Prentice 
Hall, Inc.; N. L. Witt, The Angostura Wup- 
perman Co.; J. H. MacDonald, National 
Broadcasting Co.; H. N. Cottle, Tupman 
Thurlow Co., Inc.; C. T. Cubellis, The Mennen 
Co.; E. S. Larkin, Jacques Wolf & Co.; A. M. 
Georger, United Art Theatre Circuit, Inc.; G. 
T. Zignone, MacFadden Publications, Inc.; J. 
T. Durkee, Gen’! Petroleum Corp. of Cal.; H. 
L. Goodenough, American Smelting & Ref. 
Co.; C. C. Looney, Harris Trust & Sav. Bank; 
O. A. Waldow, National Bank of Detroit; R. 
C. Huelsman, Central Nat’! Bank of Cleveland; 
C. Z. Meyer, First Nat'l Bank of Chicago; H. 
Boozer, Georgia Power Co.; J. N. Diehl, 
Penn. Water & Power Co.; J. Pugsley, Tenn. 
Coal, Iron & R. R. Co.; T. A. Dunbar, Boston 
Elevated Railway Co.; G. H. Maslen, Ameri- 
can Chain & Cable Co.; L. C. Vallier, Buffalo 
Foundry & Machine Co.; W. A. Jeffords, 
American Lava Corp.; R. A. Pascoe, Whiting 
Corp.; M. T. Lindquist, Kroger Grocery & 
Baking Co.; E. A. Seffing, American Greeting 
Publishers Inc.; F. P. Marsh, Southwestern Drug 
Co.; R. F. Whisler, Sheffield Corp.; K. B. 
Coates, Great Lakes Steel Corp.; R. G. Marx, 
Riggs National Bank; F. L. Dabney, Landers, 
Frary & Clark; J. R. Mulvey, Humble Oil & 
Refining Co.; O. J. Norris, Ross Gear & Tool 
Co.; H. E. Malenfeldt, Price Candy Co.; R. F. 
King, Los Angeles Turf Club, Inc.; H. O. 
Hincks, Frankfort Distilleries, Inc.; C. Licht- 
feldt, First Wisconsin Nat'l Bank; J. F. 






























































McDonald, D. H. Holmes Co., Ltd.; J. W. & 
Clair, Hajoca Corp.; M. L. Jarboe, Diamond 
Alkali Co.; E. E. Ullrey, Williamette Iron & 
Steel Corp.; S. B. Miller, French ~& Hecht 
Inc.; C. D. McCathron, E. E. Fairchild Corp.: 
A. H. Schlettler, Union Electric Co,: F 
Treasdel, Key System; R. P. Steen, Seattle Tr. 
& Savings Bank; A. W. Long, Shawinigan 
Resins Corp.; A. E. Woonton, New Process 
Gear Corp.; W. F. Webb, Textileather Corp; 
E. G. Kellett, Northern States Power Co,- ¢ 
G. Phelps, Wolverine Brass Works. ‘ 


Inter-Control Attendance Committee: Chair. 
man, C. W. Borton, Irving Trust Company; 
L. W. Field, Wilcox & Gibbs Sewing Ma 
chine Co.; G. O. Swezey, Nestles Milk Prod. 
ucts, Inc.; T. F. Gloisten, American Home 
Magazine Corp.; E. S. Worthington, Wofford 
Oil Co.; J. E. Tellman, Bartlett & Hayward 
Div. (Koppers Co.) ; R. Beeny, Alabama Gas 
Co.; A. F. Lundberg, United Carr Fastener 
Co.; S. Booth, The Bryant Electric Co.; FR. 
Van Petten, Houdaille-Hershey Corp.; ¢. 
Bolen, Converse Bridge & Steel Co.; Ee 
Lauterman, American Steel Foundaries; D, F 
Walker, Deloitte Plender Griffiths Co.; J. P. 
Carpenter, The Cleveland Union Stock Yards 
Co.; A. D. Harder, Southwestern Life Ins. Co.: 
L. J. Ertel, Standard Register Co.; A. Kropf, 
R. L. Polk & Co.; R. A. Lee, Julius Garfinckel 
& Co.; E. P. Borkowski, North & Judd Mfg. 
Co.; W. V. Vaughn, Henke & Pilot, Inc.; J. 
K. Mahrdt, The Indiana Nat’! Bank; L. John, 
Kansas City Wholesale Groc. Co.; D. € 
Moore, Los Angeles Turf Club, Inc.; W. B, 
Harrell, Louisville Tin & Stove Co.; L. M. 
LaPorte, Wisconsin Electric Power Co.; A. A. 
Robbert, C. T. Patterson Co., Inc.; C. L. Jones, 
Alan Wood Steel Co.; R. C. Markle, U. §. 
Steel Corp. of Delaware; P. Boutcher, M & M 
Wood Working Co.; E. H. Ketelsen, Daven- 
port Bank & Trust Co.; H. L. Eckhardt, The 
Pfandler Co.; J. C. Huehn, Nat'l Bearing 
Metals Corp.; W. T. Werschkull, The San 
Francisco Bank; G. S. Morris, Associated 
Shipbuilders; J. A. Chadbourne, Old Colony 
Envelope Co.; J. H. Baker, Carrier Corp.; E. 
P. Heiles, Surface Combustion Corp.; A. E. 
Ahlberg, North Western-Hanna Fuel Co.; A. 
Wennerstrom, Grand Rapids Plaster Co. 


* * * 


Freedom to Venture Is 
Urged as Necessary 


Management personnel must be made 
to feel that they have “freedom to venture 
into new and untried paths, freedom to 
take risks, freedom to fail,’ according to 
William B. Given Jr., president of the 
American Brake Shoe Co. 

Writing in the summer number of the 
Harvard Business Review, Mr. Given 
asserts that business management was 
once “narrowly dictatorial’ but is “be 
coming more and more democratic.” 

“Practical experience has demon- 
strated,” he continues, “that save in ab 
normal cases of rare managerial genius, 
the pooled judgment, initiative, enterprise 
and ideas of an organization produce 4 
better end-result in terms of progress 
and profits than does the autocratic a¢- 
ministration of an individual. The grow 
ing trend toward physical decentralization 
of large industries is making successful 
centralized one-man administrative com 
trol all but impossible.” 
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MEETINGS OF CONTROLS 











ATLANTA ANNUAL MEETING 


The final meeting of the year for the At- 
Janta Control featured election of officers, to- 
gether with a presentation by Mr. J. P. Steele, 
Jr, a member of the Control, who is con- 
nected with Jacobs Pharmacy Company, Inc., 
and who spoke on operating trends and pol- 
icies of his company. The meeting was held 
on June 25 at the Red Feather Farm, which 
is operated by Mr. Gilbert Maloney, a fellow 
member of the Control. 


CHATTANOOGA 
INDUSTRIAL RELATIONS 


A round table discussion at which each mem- 
ber presented a specific problem was the fea- 
ture of the June 4 meeting of the Chattanooga 
Control, held at the Read House. Election of 
officers followed the discussion. 


CHICAGO ANNUAL OUTING 


The annual outing of the Chicago Control 
was held at the Midlothian Country Club on 
June 28 and featured luncheon and dinner, as 
well as golf in the afternoon and entertain- 
ment in the evening. The highlight of the oc- 
casion was the election of officers for the com- 
ing year. 


CLEVELAND ANNUAL MEETING 


A “super evening” combining business and 
entertainment featured the annual meeting of 
the Cleveland Control on June 11 at the Em- 
pire Room of the Hotel Cleveland. 


DALLAS ANNUAL MEETING 


The annual meeting of the Dallas Control 
took place at the Dallas Country Club on 
June 25, for the purpose of electing officers 
and directors for the ensuing year. Entertain- 
ment included golf in the afternoon, followed 
by cocktails and dinner in the evening. 


DAYTON ANNUAL MEETING 


The annual “ladies night” party of the Day- 
ton Control was held June 11 at the Wishing 
ment and distribution of prizes were the high- 
Well in Centerville. A program of entertain- 
lights of the evening. 


DETROIT ANNUAL MEETING 


The last meeting of the year for the Detroit 
Control was devoted to a combined business 
and pleasure program. The business session 
consisted of election of directors and officers 
for the year 1946-47, and the pleasure angle 
included a game of golf followed by dinner. 
The meeting was held on June 21 at the 
Detroit Golf Club. 


DISTRICT OF COLUMBIA 
ANNUAL OUTING 
The annual two-day outing of the District 
of Columbia Control was held this year at 
the Farmington Country Club, Charlottes- 
ville, Virginia, on June 25-26. Three periods 
were arranged for golf or tennis at the club 
during the visit, for which reservations were 
made by Mr. W. S. Hilldreth, president of 
the People’s National Bank in Charlottesville. 


HARTFORD ANNUAL MEETING 


A combined program of business and pleas- 
ure was the feature of the Hartford Control 
meeting on June 13. Golf preceded the busi- 
Ness session which included election of officers 


and directors for the 1946-47 term and a spe- 
cial program of entertainment followed. 


HOUSTON ANNUAL MEETING 


Election of officers and directors for the 
Houston Control for the forthcoming year 
featured the regular monthly meeting on 
June 25 at the Houston Club. The meeting 
opened with dinner, preceded by a social 
hour. 


INDIANAPOLIS ANNUAL MEETING 


An afternoon and evening program was de- 
veloped for the June 27 golf tournament and 
annual meeting of the Indianapolis Control, 
which was staged at the Highland Golf and 
Country Club. Election of officers was a high- 
light of the program, following dinner. 


KANSAS CITY 
Topic: MISSOURI TAX LAW 


A triple-header program featured the June 
10 meeting of the Kansas City Control which 
was held at the University Club. Mr. Roy Die- 
trich of the law firm of Gossett, Ellis, Dietrich 
& Tyler, addressed the group on “Changes in 
the Missouri Tax Laws—Particularly the 
Changes in the Tax Calendar for Jackson 
County and the Intangible Tax Law. Following 
the tax portion, Mr. Harvey M. Kelley, as- 
sistant secretary of The Institute, spoke on cur- 
rent activities in The Institute. The final phase 
of the meeting was devoted to the election of 
officers for the 1946-47 fiscal year. 


LOS ANGELES ANNUAL MEETING 


Another successful and eventful year of 
the Los Angeles Control was concluded on 
June 28 at the meeting of the group in the 
Biltmore Hotel. Election of officers and di- 
rectors was the main part of the program 
and followed a special dinner fitting to the 
occasion. 


LOUISVILLE ANNUAL MEETING 

The final meeting of the year of the Louis- 
ville Control was held in the Kentucky Hotel 
on June 26, and featured election of officers 
and directors for the ensuing year. A round 
table discussion period followed the election. 


PHILADELPHIA ANNUAL OUTING 

The annual outing of the Philadelphia Con- 
trol was held at the Philadelphia Country Club 
on June 21. The members of the Control had 
as their guests the Internal Auditors group. 
Dinner and a program of entertainment fol- 
lowed golf during the afternoon. 


PITTSBURGH ANNUAL MEETING 


A business session summarizing the events 


- of the year in the Pittsburgh Control featured 


the annual meeting of the Control at the 
Longue Vue Country Club on June 20. An 
additional feature of the meeting was the elec- 
tion of officers and directors for the coming 
year. The members of the Control enjoyed golf 
during the afternoon, preceding dinner at the 


club. 


ROCHESTER ANNUAL MEETING 


Election of officers and reports of commit- 
tee activity during the year featured the dinner 





meeting of the Rochester Control at the Newark 
Country Club, Newark, New York, on June 
20. Members of the Control engaged in various 
sporting activities preceding the dinner. 


SAN FRANCISCO 
ANNUAL MEETING 


The annual election of officers of the San 
Francisco Control was part of the program at 
the June party held on June 27 at the Athens 
Club in Oakland. A final report of the success- 
ful Pacific Coast Conference of Controllers, 
held earlier in the month under the auspices 
of the San Francisco Control, was also pre- 
sented. 


SEATTLE 
ANNUAL MEETING 
The Seattle Control held its annual meeting 
at the Washington Athletic Club on June 27. 
The business angle consisted of reports on the 
recent Pacific Coast Conference and election of 
officers for the coming year. Dinner was 
preceded by a socia! hour. 


SPRINGFIELD 
ANNUAL MEETING 
The June meeting of the Springfield Con- 
trol took place on June 18 at the Sheraton 
Hotel. The formal part of the program con- 
sisted of an official visit from Mr. Paul Haase, 
Assistant Secretary of The Institute. Mr. Haase 
presented a description of present and future 
plans of The Institute. Election of officers for 
the coming year featured the meeting. 


ST. LOUIS 
ANNUAL MEETING 
The St. Louis Control scheduled an after- 
noon of sports events for its members on 
June 25 at the Glen Echo Country Club, fol- 
lowed by dinner. A feature of the evening 
was the election of officers and directors for 
the year ahead and the awarding of prizes in 
the golf tournament. 


SYRACUSE 
ANNUAL MEETING 


The Syracuse Control held its annual meet- 
ing on June 18 at the Onondaga Golf and 
Country Club, Fayetteville, New York. Elec- 
tion of directors and officers for the year end- 
ing June, 1947 was held. Entertainment in- 
cluded golf, followed by cocktails and dinner. 


TOLEDO 
ANNUAL MEETING 
The annual meeting was conducted by the 
Toledo Control on June 11, which included 
golf in the afternoon, dinner at the Fostoria 
Country Club, followed by election of officers, 
and a plant visit to the Electric Auto-Lite 
Spark Plug Plant, Fostoria. An address was 
given by Mr. Robert Twells, plant engineer 
and expert on ceramics. The meeting was 
restricted to members only. 


TWIN CITIES 
ANNUAL MEETING 


The last meeting of the year for the Twin 
Cities Control was devoted to the annual golf 
party and election of officers for the ensuing 
year. The members of the Control also took 
advantage of the occasion to honor Mr. George 
Hess, Jr., of Great Northern Railway Com- 
pany, who retired from business, in recogni- 
tion of his past contributions to the Control. 
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Tax Problems 


The following observations are the digest of 
an address presented by Howard R. Bowen, 
economist of the Irving Trust Company, New 
York, at the Midwestern. Conference of the 
Controllers Institute of America, in Detroit. 


—The Editors 


For practical reasons, the corporation tax 
rate is likely to remain at or near its present 
level. This opinion is reinforced by the fact 
that Congress generally considers the tax on 
the corporation and the tax on the individual 
as two distinct entities which are to be bal- 
anced one against the other. Thus, when rate 
changes are considered, there is a tendency to 
consider that justice requires a change in one 
to be matched by a change in the other. Re- 
cently, the corporation tax has been reduced 
relatively more than the individual income tax. 
Many Congressmen feel that further reductions, 
therefore, should favor the individual, in order 
to redress the present lack of so-called “‘bal- 
ance.” 

In recent years, the future of small business 
has been a subject of widespread concern, both 
in and out of Washington. The effect of taxes 
on small business has particularly been-a sub- 
ject of special study. It has been pointed out 
that small firms are more handicapped by our 
existing taxes than larger firms, for several 
reasons: 


1. 


Small businesses depend largely upon re- 
investment of earnings as a source of capi- 
tal expansion. 


. The earnings of small business fluctuate 


more than those of large. 


. Small businesses, usually operating in 


only one or a few lines, cannot deduct 
losses in one line from profits in another, 
as is possible for many large businesses. 


. Small companies have less control over 


their prices, and hence have more diffi- 
culty in shifting their taxes than larger 
firms. 


. Small businesses are often unable to af- 


ford competent legal and accounting ad- 
vice in handling their tax problems. 


. Because of heavy corporate taxes, small 


businesses are forced to operate as part- 
nerships or proprietorships, thus exposing 
their owners to excessive risks. 


For all these reasons, it is said, small firms 
are entitled to special tax consideration. 

It must be recognized, of course, that we al- 
ready have a graduated rate to take care of the 
complaints of smaller firms. Indeed, in the 
Revenue Act of 1945, the graduation was in- 
creased. For example, the first bracket rate— 
formerly 25 per cent.—was lowered (effective 
for 1946) by 4 percentage points to 21 per 
cent.; whereas, the top bracket rate, formerly 
40 per cent., was lowered by only 2 percentage 
points to 38 per cent. 
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Nevertheless, additional advantages to small 
business, such as these, are frequently pro- 
posed: 


1. To increase the graduation further so that, 
for example, the first bracket rate would 
be reduced to, say 10 per cent. 

2. To eliminate the so-called “notch provi- 
sion” which now taxes income between 
$25,000 and $50,000 at the rate of 53 per 
cent. This notch arrangement was insti- 
tuted in order that the effective rate ap- 
plicable to income in this bracket would 
approach maximum rate of 38 per cent., 
as the income increased toward the upper 
limit of $50,000. If the notch provision 
were eliminated, then graduation under 
the corporation tax would be effective re- 
gardless of the size of the income—as is 
now the case under the individual income 
tax. 

3. To grant to corporations the privilege of 
being taxed as partnerships, so that small 
companies would not be induced to adopt 
the partnership form merely for tax rea- 
sons. 


Although the interest in small business has 
somewhat subsided since the end of the war, 
it is not improbable that action along some of 
these lines will be taken. I think this especially 
probable since the revenue loss would not be 
great. Only a small portion of the revenue from 
the corporate taxes is derived from small cor- 
porations. For example, about 2 per cent. of 
the total revenue in 1940 was derived from 
companies having assets of less than $100,000. 

Other points brought out by Mr. Bowen in 
his conclusions included: 

The corporation income tax is, on the 
whole, a bad tax which ought to be repealed, 
providing an arrangement is made to prevent 
the corporation from becoming a device for 
avoidance of the individual income tax. How- 
ever, the need for revenue and the political 
difficulty of getting it from other sources will 
likely prevent any important further reduction 
in the corporate rate or in the amount of reve- 
nue derived from the tax. 

The chances of early adoption of a dividend 
credit are reduced by the revenue problem in- 
volved. If enacted, it is possible that the credit 
may be either at the individual or at the corpo- 
rate level. 

A five-year carry-forward of losses and a re- 
laxation of depreciation policies is likely. 

In the foreseeable future it is safest to count 
on the continuation of a corporation income 
tax much like the present one, and at rates 
above 35 per cent. 


New Postwar Products Are 
Described in Study 


To keep the American business man posted 
on all innovations now being marketed by In- 
dustry, a new 32-page tabloid entitled ‘New 
Products and Services” has been published by 
the New York Journal of Commerce. More 
than 500 new products—from warborn syn- 
thetic raw materials to the latest household 
gadget—are described in this study. Copies 
may be had at 50 cents each from the N. Y. 
Journal of Commerce, 63 Park Row, New York 
15, MN. Y. 
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